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Current Financial Opinion 
The Up-to-Date Thoughts of Wide-Awake Thinkers - 


Vox Populi on the 
Investment Situation. 


HE most suggestive comments on 
current conditions do not always 
come from “leading financiers.” 

There is a sort of drift of investment 
sentiment underneath the surface, which 


finds its way by word of mouth 
through the various avenues where men 
of capital and sound judgment are wont 
to congregate, without making much 
noise in the newspapers most widely read 
by the public. 

If it were always possible for the in- 
vestor to catch this trend of opinion— 
if, by holding his ear to the ground, he 
could distinguish the rumble of ap- 
proaching financial movements — he 
would need no better guidance. Unfor- 
tunately this is not always possible. 

It used to be the gossip of the Street 
that the House of Morgan always em- 
ployed one or more men at high salaries 
to circulate through the leading clubs 
and elsewhere, and report the drift of 
sentiment among active business men and 
investors. We cannot vouch for the 
truth of the report, but there is nothing 
unreasonable about it. The importance 
of this ear-to-the-ground method of 
gauging the situation would amply war- 
rant such an expenditure. 


The two anonymous comments quoted 
herewith probably belong in the above 
category. The Wall Street Journal is 
responsible for the first, while the sec- 
ond hails from Boston: 


“Good-bye boys, I hope to see you all in 
1916. I’m off to the farm,” said a tall gray- 
haired, keen-faced Southerner leaving a big 
brokerage house. 

“That chap visited us in 1909, and this 
is his first trip from South Carolina to our 
office since that time. In 1909 he sold 
several thousand shares of stocks, which he 
covered last year with tremendous profits. 
He came to New York last December and 
commenced buying long lines.of leading 
shares, and now, having accumulated his 
line, he has returned to the farm and ex- 
pects to take big profits in 1916. In the 
meanwhile, we unfortunates who watch the 
tape all the time are content to potter in 
and out with small profits and frequently 
larger losses.” 


An unusually keen student of business 
and financial conditions says: “You needn’t 
talk to me about stock market and business 
prospects unless you are able to see farther 
beyond the end of your nose than the next 
month or two. I know business is poor 
and the stock market is worse, but I predict 
that before the end of the summer we shall 
see a big boom. 

“Nearly every one you meet is talking 
about the tremendous falling off in railroad 
earnings. This is true, of course, but don’t 
lose sight of that fact that up to January, 
1914, gross fell off about 4% against 
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nearly 20% in net as compared with a year 
ago. 

“The way to size up general business is 
to look at railroad gross, not net. You can’t 
deceive yourself if you do this. Only a 742% 
decrease in gross refutes all the arguments 
under the sun that general business is at a 
standstill. 

“That is one reason why I can’t be pessi- 
mistic. Another is that liquidation of labor 
is in process. When the Pennsylvania 
Railroad discharges thousands of men and 
puts thousands of others on short time, it 
means that labor is getting a dose of its 
own medicine. But | never yet knew a 
time when liquidation of labor didn’t mean 
that the worst was nearly over both in busi- 
ness and securities. 

“I may be ahead of the procession—as 
several important bankers in New York 
told me I was in December, 1912, when I 
sold better than $2,000,000 in investment 
securities because | didn’t like the looks of 
things—but nevertheless I am taking those 
securities back now—at considerably lower 
prices.” 

* * * 


Kaleidoscopic Views 
At Home and Abroad. 


ET we can’t forget our dependence 

on foreign conditions as well as 
domestic. Even the “greatest nation on 
earth,” as our Fourth of July orators 
call us, cannot go it alone in business or 
finance. Prosperity must extend through- 
out most of the commercial nations of 
the world if it is to be genuine and last- 


ing. And there are points of weakness 
abroad as well as at home which cannot 
be overlooked. 

Three varied views on conditions at 
home and abroad: 


John Hays Hammond: What struck me 
as most important in regard to commerce 
and business was the strenuous efforts be- 
ing made in all European exporting coun- 
tries for expansion of trade in Latin- 
American countries. Shipbuilding yards 
are over-crowded with work. 

Large banks and financial institutions are 
establishing branches in South American 
countries and in all other lines every effort 
is being made for expansion. This activity 
is due in great part to prospects of early 
opening of the Panama canal. 

In Great Britain and France there is a 
vast amount of unemployed money await- 
ing investment. Foreign investments in 
Mexico and Brazil are regarded as prac- 
tically. at a standstill. But the trouble in 
those countries is only temporary. 


Evening Post London Correspondent: 
The outlook on the world’s money mar- 
ket is superficially good, because of the 
great increase in bank reserves of gold 
at Continental centers. But unfortunately, 
the feverish race between Russia, Germany, 
and France to build up unprecedentedly 
large stores of gold is not calculated to 
inspire confidence in a proper equilibrium 
as between the various markets. Nor does 
it seem just now that home trade require- 
ments from the money market will relax as 
much as had been expected; even though 
the impending general election should ap- 
parently operate to restrain activity. 

Nevertheless, present indications are still 
for no great change in money-market con- 
ditions until early autumn. Reversion to 
comparative stringency will then be an easy 
possibility. 


James H. Brookmire: For the past two 
months the stock market has shown no 
fundamental change, fluctuating aimlessly 
according to the alternate improvement in 
sentiment inspired by rumors of better 
things and mental depression occasioned by 
the declines in M. K. & T., Canadian Pacific 
and the continued liquidation in Rock 
Island and Wabash. 

The reports of favorable agricultural 
prospects and the continued piling up of 
banking reserves, however, are influences 
cumulatively bullish, which will make up- 
ward manipulation easy of accomplishment 
when the freight rate matter is adjudicated. 


* * * 


How Two Leading 
Banks Look at It. 


AN important feature during the re- 

cent reaction in the stock market 
has been the firmness of bonds. An av- 
erage of ten high-grade bonds, after de- 
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clining to 90.7 last November and De- 
cember, rose to 94 in January, reacted 
a fraction of a point in March, but re- 
gained even this trifling loss in April. 

This is justly regarded as an import- 
ant feature, for the price of bonds is 
an excellent register of the accumula- 
tion of capital for permanent investment ; 
and now more than at most times, the 
world needs more capital. 

Leading banks very naturally com- 
ment on this highly satisfactory con- 
dition : 


First National of Boston: The depression 
in business is causing money to so accu- 
mulate that the banks find difficulty in satis- 
factorily placing funds. Highest grade 
commercial paper is moving in small 
volume at 34%4%. The bond market in general 
continues very good with the demand still 
for Municipals and high grade issues. One 
of the largest distributing organizations in 
the United States reports the greatest 
volume of business for the quarter just 
ended in their history, with the demand 
still continuing. 


Fourth National of New York: People 
generally are feeling somewhat more opti- 
mistic than they did, and while there has 
not been of late the broad buying of bonds 
seen last January, there has been continued 
absorption of high grade securities by in- 
vestors in this country. This inquiry has 
been most noticeable in the high grade 
securities of the tax-exempt class, which 
are being purchased in large blocks by both 
institutions and individuals. It is probable 
that this absorption will go on and that 
before very long there will be a broader 
demand for all classes of both long-term 
and short-term securities. Before the end 
of this month some heavy payments will 
have to be made by corporations which a 
year ago obtained large advances through 
the negotiation of one-year loans. There 
is still an excellent demand for short-term 
notes, and the buying of these issues has 
of late been the broadest and the best that 
has been seen at any time since these se- 
curities became such a popular expedient 
in American finance. 


* * * 
Big Financial Leaders 
Pipe a Cheerful Lay. 


active railroad operating 
still emitting wails of 


WHILE 


men are 
and with good reason—many of 
the leaders of Big Business assume a 


woe 


more cheerful mien. Whether they are 
merely whistling to keep their courage 
up, or as a natural ebullition of high 
spirits, each reader will doubtless form 
his own opinion in accordance with his 


individual views on the situation. Mr. 
Frick, as usual, is very cautious in his 
statements, a policy which certainly pre- 
vents one from getting badly wrong. It 
is only at rare intervals that he takes a 
definite position in his brief statements 
to reporters. 

Henry C. Frick: “The business outlook 
is not very promising, I am sorry to say.” 

“The impression appears to be growing 
that the Interstate Commerce Commission 
should grant the 5% increase in freight 
rates asked by the sallsenda” it was sug- 
gested. j 

“I have not changed my views on this 
question,” answered Mr. Frick. “I still be- 
lieve that the railroads should have a sub- 
stantial increase. It would help business 
if it were done.” 

James J. Hill: “I feel very comfortable 
over the general situation in the Northwest, 
which is as prosperous, if not more so, than 
any other section of the country. Business 
now is quiet, but good. There is a larger 
acreage ready for the spring planting, and 
with a normal season crop conditions will 
be entirely favorable.” 

Charles M. Schwab: He said that busi- 
ness conditions are very bad at present, but 
that he*was hopeful. The present depres- 
sion in the industry, he said, would not in 
his opinion last as long as similar periods 
in the past, for the reason that the control 
of big business was in the hands of con- 
servative business men. He added that 
while temporary depressions were to be ex- 


FRIGHTENED. 
—Leslie’s Weekly. 
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pected, the ultimate trend of the industr 
would be toward expansion. If the rail- 
roads get the rate increase they are de- 
oe he said it would prove a consider- 
able help to business generally. 

_ T. N, Vail: “There has never been a time 
in the history of the American Telephone & 
Telegraph Company, so far as I am familiar 
with it, when the business has been so free 
from vital questions of policy or proceeding 
as now, and when the constantly recurring 
questions of franchises and rates were pro- 
ceeding so satisfactorily. There is not a sin- 
gle suit pending in any State or Federal court 
claiming violation of any anti-trust law, State 
or Federal.” 

* * * 


Chicage’ Sees Grounds 
For Moderate Optimism. 
HE Central and Western States 
rarely get the blues nowadays. Ob- 
servers there see so much wealth spring- 
ing up out of the soil every year, and 
so many evidences of the prosperity of 
the people who produce this wealth that 
they cannot believe things are going to 
the dogs. 


President Reynolds, Continenta] & Com- 
mercial National Bank, Chicago: To my 
mind it is a matter of business following 
the medium course until the situation 
clears. At present we face numerous un- 
settled problems, change from one banking 
system to another, the labor situation, rail- 
road rate problem and the effect of tariff 
revisions. About two months from this 
time we will know about the crops. This 
will prove a big factor in the situation, and 
until these questions have been settled 
bankers will be conservative. Working out 
of the new currency system should be a 
thorough ge of evolution. Eight 
banks would have been much stronger. 
The thing to be done now, however, is to 
put our shoulders to the wheel, smothering 
our personal jealousies, and work to make 
the system a success. 

C. C. Bowsfield, in the “National 
Banker”: It is not untimely to remind the 
public that the real assurance of enduring 
prosperity lies in the condition of our agri- 
cultural interests. 

The fact that farmers are producing 
liberal supplies of grain, cotton, live stock, 
dairy products, fruit, poultry and miscel- 
laneous produce and selling them for high 
prices is a guarantee of the free circulation 
of money, a large buying capacity among 
the people and general activity throughout 
the country. It does not alter the situation 
at all to have many financiers urge caution 
while we have the Mexican trouble on our 
hands and while the new tariff law is be- 
ing tested. Land speculation has been 
checked and a spirit of prudence is every- 
where observable, and yet all basic condi- 
tions are sound and the nation as a whole 
is making substantial progress. 


CROWDED OFF. 
—Baltimore American. 


They Are Bound to 
Have Automobiles. 


OME of the economists, amateur and 
otherwise, who are training their 
telescopes on the habits and behavior of 
American citizens at this juncture, claim 
to discover evidences of saving and cut- 
ting off of extravagances. One fact is 
that the consumption of coffee is falling 
off. If so, it must be that people are 
cutting down on coffee in order to save 
up for automobiles, for that is the par- 
ticular industry that goes right on boom- 
ing regardless. Frank E. Dawson, the 
statistician of the Automobile Club of 
America, spreads the figures before us. 
He estimates that 1,000,000 American 
families have incomes to justify the pur- 
chase of an extremely cheap car, 560,000 
a moderate-priced car, and 240,000 a 
high-priced car: 

The annual turnout of the American auto- 
mobile factories now reaches the stupendous 
figure of over 500,000 cars of all classes 
and affords direct employment to 100,000 
men and indirectly to yfyf 500,- 
000 others. At least 1, establishments 
are now engaged in the industry, the total 
value of whose output, conservatively esti- 
mated, reaches $500,000,000. 

The extensive use to which the automo- 
bile is put in America is demonstrated in 
the following table showing the number of 
cars in use in the United States during the 
past twelve years: 
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Per Cent. 
Increase Over 
Automobiles Preceding 


Over 60% of the automobiles in the 
United States are in seven States. The 
other forty-four States and Territories con- 
tain less than 40%. 

Number of Automobiles 
to Each 100 Inhabitants. 


State. 


New York 
California 


Ohio 

Pennsylvania 

nn wk vacetakn boas 

Massachusetts 

lowa 

New Jersey 

Other States 

A well-known automobile manufac- 

turer who has been touring the country 
to size things up, declares that prospects 
are 25 per cent. better than three months 
ago. He says: 


It is, I believe, indicative of a strong, 
steady summer and autumn business. Our 
orders for the current year are now ahead 
of last season, and, after a close study of 
sales conditions, I believe it is not going 
too far to say that in many classes of cars 
there will be a shortage before many weeks 


have passed. 
* 7 


An Important Factor 
In the Steel Trade. 


LUCTUATIONS in the steel busi- 
ness are always very wide. One 
year the industry has a boom, so that 
the plants can scarcely fill even the most 
pressing orders. Next year it’s all off, 
mills are running on half-time, employ- 
ees are losing their jobs, and there is 
no balm in Gilead for the steel men. 
For this reason it is necessary to take 
a very broad view of the steel and iron 
business in order to avoid being thrown 
off our balance by the yearly changes. 
The Iron Age sets forth this broad view 
with special success in the following 


paragraphs; 


In 1903 and 1904 there was clearly an 
excess of capacity as compared with nor- 
mal fequirements. There had been large 
increases of capacity, and it could be ob- 
served that when in 1902 the mills had been 
fully engaged they were so engaged be- 
cause business in general was very good. 
The next period of depression, which be- 
gan toward the close of 1907, likewise found 
the steel industry in a very different posi- 
tion from that which it occupies today. In 
the retrospect the great activity of 1906 
and the major portion of 1907 was seen to 
have been attendant upon unusual business 
expansion in all quarters, with very free 
buying by the railroads, quite likely alto- 
gether too free. Today, on the other hand, 
one can look back upon the period from 
about the middle of 1912 to the middle of 
1913, when the mills were fully employed, 
and observe that their full employment at 
that time was not in connection with any 
general business expansion. Capital at that 
period was relatively very timid as com- 
pared with 1906. There were relatively few 
large projects and the railroads were but 
indifferent buyers. They purchased cars in 
multiples of 1,000, whereas in 1905 and 1906 
they had purchased in multiples of 5,000. 
Thus, from the long-range viewpoint, the 
steel making and finishing capacity of the 
country at the present moment seems to 
be in closer alignment with the ordinary 
consumptive needs of the country than has 
been the case in past periods of incom- 
plete employment. 


Charles A. Jackson, in a letter to the 
Annalist, adds another vital fact: 


Would it not be more sensible for us 
to take notice that the iron business and 
railroad earnings are at present bad in 
other civilized countries as well as here? 
The price of Cleveland pig iron in England 














STARVING HIS HORSE. 
—Philadelphia Record. 
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has fallen from 70 shillings per ton to 50 
shillings in the last fifteen months. _And 
might we not remember also that the iron 
business and railroad earnings were bad 
here just after each of our five previous 
industrial crises, namely, those of 1873, 
1884, 1893, 1903 and 1907? 

In regard to present conditions, John 
A. Topping, of the Republic Iron & 
Steel Company, says: 

[ see nothing alarming or discouraging 
in the steel situation, although it is ad- 
mitted that the market lacks snap and is 
somewhat disappointing, so far as current 
volume of new business is concerned. 

In general, the market may be charac- 
terized as a waiting one, with a disposition 
to activity. All it needs is some reassuring 
or good news from Washington, Mexico, 
or Europe to galvanize it into activity. 


“Waves” in the 

Copper Industry. 
HE “wave,” or cycle theory of the 
fluctuations of business comes in 
for a good deal of attention in the finan- 
cial publications of the day. This is a 
good thing, for of course the more peo- 
ple come to recognize the existence of 
these waves and follow the practice of 
buying on depressions and selling on ad- 
vances, the smaller the waves will be- 
come, and therefore the steadier business 
conditions. 
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Waves in copper production and prices 
are very noticeable in recent history and 
are recognized as normal by the best 
trade authorities. In discussing this 
general subject the Engineering and 
Mining Journal says: 


Without attempting to draw deductions 
too finely, there is no question about cop- 
per consumption having exceeded produc- 
tion during the last four years, for the rea- 
son that while production has increased, 
stocks have decreased. On January 1, 1910, 
the visible supply in Europe and America 
was 175,075 metric tons; on January 1, 1914, 
the reported stock was 57,039 metric tons. 
These figures are not precisely comparable, 
inasmuch as the former includes copper 
afloat from Chile and Australia, while the 
latter excludes the copper afloat from these 
countries, but includes the stocks at Rotter- 
dam and Hamburg, which were not re- 
ported at the earlier date. However, these 
discrepancies do not materially alter the 
showing that the world’s stock of copper 
decreased about 118,000 metric tons from 
January 1, 1910, to January 1, 1914 

There is no doubt, therefore, that during 
the last four years the consumption of 
copper has been increasing more rapidly 
than the production and that the present 
statistical position of the industry is very 
strong. Without having reference to im- 
mediate market movements, up or down, it 
looks as if copper will probably becom: a 
dearer commodity in one, two or three 
years. 








Railroad Troubles Are World-Wide 








American Roads Have 
No Monopoly of Woe. 


HOSE politicians and “efficiency 
experts” who are charging the 
present sad plight of American 

railroads to extravagance, stock market 
manipulation, inefficiency, monopoly, the 
Money Trust and almosi everything else 
except the real reason—rising costs— 
show that they are afflicted with myopia. 
If they would take a brief glance over 
the other nations of the world they 
would discover that railroads everywhere 
are up against the law of diminishing 
returns. 

In France, England, Russia, Austra- 
lia, Switzerland, Belgium, Denmark— 
even Africa—rates are going up, and 
there is the same struggle between rail- 


way officials and shippers that we have 
seen in this country. As the Annalist 
put the matter recently: 


The argument for increased rates is, 
without exception, everywhere the same: 
The increased cost of operations due al- 
most entirely to increased wages and other 
expenses of+labor, and, in nearly all cases, 
through the intervention of government 
In America and in England there have been 
increases in wages as the result of arbitra- 
tion proceedings in which the government 
figures, and in both countries the railroads 
have the same experience—an arbitration 
means a loss to them. The railway unions 
make demands. The government inter- 
venes. They arrange ffor arbitration. 
Maybe the unions get all they ask for. 
Maybe their demands are only allowed in 
part. They always get something. 

Nearly everywhere over the world ex- 
cepting in America there have been in- 
creases in rates to offset the increased ex- 
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WATCH THE “PROFESSOR.” 
—Brooklyn Eagle. 


penses. In some parts of the world it is 
only that they are on the point of being 
raised. The fact of a world-wide increase 
in railroad rates seems patent. 

+ * * 

You Can’t Compel a Man 

To Invest in Railroads. 


§OME of our politicians seem to be 
laboring under the delusion that by 


legislation they can compel the roads to 
spend more money on the one hand, and 
at the same time get less returns on the 


other hand. It can’t be done. Capital, 
like the wind, goeth where it listeth. If 
you can get 10 per cent. out of your 
money in a safe South American copper 
mine, for example, and only a doubtful 
4 per cent. in North American rails, your 
money is going into the copper mine, and 
no legislation can keep it back. 

The New York Sun, in a recent edi- 
torial, put this situation very clearly: 

It has been shown to the Interstate 
Commerce Commission that thirty-five rail- 
roads, the principal petitioners in the 
Eastern rate case, have since 1910 added 
$659,000,000 to their property investment. 
Last year after paying operating expenses 
and taxes their net earnings were $16,311,- 
000 less than in 1910, although their gross 
earnings were $186,775,000 greater. They 


not only earned nothing on the new capital 
sunk in the three-year period, which at a 
reasonable rate of return should have 
yielded about $32,500,000 last year, but they 
obtained a diminished return on their in- 
vestment as it was in 1910. How long can 
it be supposed that private capital will go 
into the railroads under such circum- 
stances? How long will it stay there? 

Who wants to put money into a losing 
venture? The railroads are today a losing 
venture unless their future contains more 
assurance of profit than politics has been 
willing to vouchsafe in recent years. Where 
is the money to come from to build the 
100,000 additional miles of track which will 
be needed in the next generation? Not 
only must there be more mileage, with its 
incidental increase of labor and equipment, 
but the whole railroad system has to be 
rebuilt and replaced every so often. Where 
is the money coming from to do it? 

In the Eastern rate case it has been 
shown that railroad dividends of late years 
have averaged a small fraction over 5%. 
Returns on capital invested in manufactur- 
ing enterprises of corresponding importance 
have been more than twice that. 

Argument is made that the railroad con- 
ditions, denoted by heavy declines in earn- 
ings, reduced and passed dividends, de- 
faulted interest, diminished employment for 
labor, curtailed train service and the like 
are largely the result of general business 
impairment. This is true; but how much 
of the depression of general business has 
been caused by compelling the railroads to 
engage in a_ struggle for their very 


existence? 
‘ 7 * 


The Patient Is Now 
Under the Knife. 


FOR a long time the railroad doctors 
have tried to treat the anaemic state 
of transportation income by means of 
palliative remedies, administered in ho- 
mceopathic doses, but the patient has lost 
flesh day by day. At last they have been 
forced to resort to a major operation. 
Train service is being cut down, equip- 
ment retired, schedules lengthened, with 
the unavoidable result that many em- 
ployees are out of work or on part time. 
What this amounts to, when the whole 
situation is simmered down, is that the 
people must dispense with some of the 
railroad luxuries to which they have be- 
come accustomed, because they cannot 
afford to pay for them. This, of course, 
goes to the root of the matter and 
the beginning of putting things on a 
sound and business-like basis. If the 
people cannot or will not pay high enough 
rates to permit a road to run numerous 





THE MAGAZINE OF WALL STREET. 

















MAKING SURE THEY'RE CLEAN. 
—Des Moines Register and Leader. 


buffet cars, they will have to be content 
with sandwiches. 

B. C. Forbes, in the American, recently 
estimated that working forces on the 
railroads throughout the country had 
been reduced 15 per cent. by April 1. 
Illinois Central was found to be the only 
important road that had so far made no 
cut. Net earnings of all roads for this 
fiscal year are expected to run about 
$100,000,000 behind last year. Eight 
leading roads have reduced or suspended 
dividends during the last twelve months 
as follows: 


Prev. Pres. 
rate. rate. 


St. L. Southwest. 4 
Col. Sou. Ist pfd. 4 
Col. Sou. 2nd pfd. 
Norf. Sou. pfd.. 
Pan Handle pfd. 
Pan Handle com. 
Nickel Plate com. 
New Haven .... 
B. & M. pfd.... 
B. & M. com.... 
St 


Former 
amt.* 


. 
n 
» 
3 
| > SAKDAUUINS 


Fran. Ist pfd.. 


$18,358 $2,612 


*(000 omitted.) 

The Pennsylvania Railroad has dis- 
continued 118 trains on its lines east 
of Pittsburgh, or about 5 per cent. of 


the total number, and about the same 
proportion west of Pittsburgh. And this 
road has been perhaps more liberal than 
any other in its past treatment of the 
public, and has always taken the public 
interest into account in the management 
of its affairs. As President Rea said to 
the stockholders : 

I beg leave to call attention to the state- 
ment in today’s newspapers, alleging in ef- 
fect that many railrqads have technically 
manipulated their accounts to show in- 
creased costs of operation. The charge is 
absolutely untrue so far as it relates to the 
Pennsylvania Railroad Company, and other 
lines as well. 

At the inception of the Freight Rate 
Hearings, we promised to produce officers 
who will not only — the operating ex- 
penses, but prove their necessity. What 
the commissions, the public, and the ship- 
pers have so far probably failed to appre- 
ciate is the cumulative result of legislative 
enactments and regulation, both State and 
Federal, dealing with almost every phase 
of railroad operations: increased wages; 
limitations affecting working conditions; 
extra crew laws; and other wasteful expen- 
ditures imposed upon the railroads without 
their consent. The result is higher main- 
tenance and operating charges and outlays 
of all kinds required by the use of steel cars 
and heavier trains; more ties; better track 
structure throughout; more modern sta- 
tions and other facilities and appliances. 
Railroad costs have been .very materially 
increased and we cannot stop them. 

* 


A Bird’s-Eye 
View of Earnings. 

"THESE conditions are not strictly 

new. They have been gradually 
growing for a decade, and with cumula- 
tive speed. It is the decline in the activ- 
ity of general business since last June 
that has brought the situation to a head. 
While gross earnings were increasing 
steadily, the roads were able'to get along, 
even though net was not gaining in pro- 
portion or was even at a standstill. But 
when gross began to fall off—when the 
money for the high expenses actually 
failed to come in—there was only one 
thing to do—retrench. The graphic 
herewith (from the Amnnalist) shows 
faithfully how net revenue had re- 
mained substantially at a standstill for 
four years up to the fiscal year 1913. 
which was a prosperous one in nearly all 
lines. The depression since then has put 
the final coup de grace to the net. It 
also shows how in the fiscal years 1908 
and 1909, the roads were able to com- 
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pensate for falling gross by cutting 
down operating expenses; but this is 
now far harder to do, and the process will 
cause the public much more inconven- 
ience. 
* * * 
Something Will Have 
To Be Done. What? 
HE most obvious and reasonable 
answer is, Permit the roads to 
raise their rates to meet a part of their 
increased expenses. Any intelligent bus- 
iness man would expect to raise selling 
prices on his goods if he had to pay 
more for labor and supplies. What 
would he say if the Government should 
step in and say, “No, we will not permit 
you to do that”? We fear his remarks 
would be unprintable. Yet that is ex- 
actly what the roads are asked to stand 
for. 

It certainly does seem that the com- 
mission, being composed of men of ordi- 
nary intelligence, would see the logic of 
the situation and permit an increase in 
rates. As Byron Holt argues: 

There are several reasons for expecting 


such a decision: 
1. The condition of the Eastern trunk line 


Compensation in 


railroads, bad enough before, has become 
desperate during the last two months. 

2. Many important industries are in a 
very depressed condition awaiting this im- 
portant decision. 

3. The Administration at Washington is 
extremely anxious to have the wheels of 
industry humming again and to give work 
to the unemployed as soon as possible. 

Because of the desperateness of the sit- 
uation the Interstate Commerce Commis- 
sion has, apparently, decided not to wait 
until all of the railroad leaks—from tap 
lines, switching, lighterage, demurrage, etc. 
—can be straightened out, but to permit 
what may be called tentative or trial ad- 
vances, until the possible savings from 
these leaks can be somewhat accurately de- 
termined. 

Thompson, Towle & Co. have com- 
piled an interesting table showing the 
increase in the earnings on stocks that 
would result from increases of 3, 4 and 
5 per cent. in rates. Some of the prin- 
cipal roads are included in the table 
herewith. 

* * * 


A Complete Scheme 

of Federal Control. 
[N the meantime, more comprehensive 
and radical proposals are getting a 
considerable hearing. It will be remem- 


Railway Expenses 
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APPROXIMATE EARNINGS AT HIGHER RATES. 


Earned on com. or 
capital stock in yr. 


Baltimore & Ohio 
Boston & Maine 


Buffalo, Rochester & Pittsburgh.......... 
Chicago, Indianapolis & Louisville........ 
+Cleve., Cincin., Chicago & St. Louis..... 
ee ee RP eee 
Delaware, Lackawanna & Western........ 
Ee Us. . added ans eee 0 édGscace 
Hocking Valley Railway................. 

Erie Pt ER cls ules sats 05400 oo 
+Lake Shore & Michigan Southern....... 


tLake 


Lehigh Valley 
Maine Central 
+Michigan Central 
> Ee é 


Sk ge OS See 
Pitas, GOO St Ot. LOWS... 66 ccccceess 


N. ¥. H. & H.R. R 


ee I cen cenpiansesoes 
Penna. R. R. Lines E. of Pittsburgh...... 
*Penn. Co. Lines W. of Pittsburgh....... 
Philadelphia & Reading.................. 
*Pittsburgh, C. C. & St. Louis............ 
UNOOONN GE EMIS TSU... c ccc cccccess 


Increase in Earnings per Share 
with Increase in Freight 


end. June 30, 1913 Rates of 

3% 4% 5% 

7.25 1.58 2.11 2.63 
0.12 2.18 2.91 3.63 
16.8 2.69 3.58 4.48 
3.20 1.31 1.78 2.23 
0.75 1.48 1.94 2.46 
16.4 1.42 1.89 2.36 
38.9 2.93 3.91 4.89 
4.26 1.19 1.57 1.95 
17.4 1.73 2.31 2.89 
§1.7 1.23 1.64 2.04 
34.9 2.39 3.18 3.98 
14.46 1.82 2.43 3.03 
4.56 0.89 1.16 1.45 
17.6 3.68 4.91 6.14 
7.0 0.92 1.23 1.54 
5.3 2.28 3.04 3.80 
4.95 0.56 0.75 0.95 
2.08 0.37 0.50 0.63 
9.0 0.88 1.17 1.46 
13.1 1.90 2.53 3.16 
28.4 2.89 3.86 4.83 
3.66 2.54 3.38 4.23 
27.1 1.76 2.34 2.93 
§0.86 1.11 1.48 1.85 


Toledo, St. 
* Penn. Lines West. 


Bee Ge WU OCOROTR. .w cc ccc csces 
+N. Y. C. Lines 


§Preferred Stock. 





bered that a number of leading railroad 
men have predicted that Government 
ownership would be the eventual result. 
William W. Cook, a corporation lawyer, 
presents a plan of Government control 
in Harper's Weekly: 


The American people don’t want govern- 
ment ownership. The arguments against 
it are so familiar and so strong that they 
need not be repeated here. Suffice it to 
say that if the American people can find 
any other rethedy they will avoid govern- 
ment ownership. 

There is another and better way. The 
bill now pending in Congress for an inter- 
state trade commission should provide that 
the commission shall solicit and vote 
proxies at all elections of railroad corpora- 
tions engaged in interstate commerce in the 
United States. There are three reasons 
why it should be done: 

(1) It is necessary. 

(2) It is a duty. Already the Interstate 
Commerce Commission controls railroad 
income by controlling railroad rates. Al- 
ready the government largely controls 
railroad expenditures by increasing railroad 
wages through arbitrations. The govern- 
ment appoints a receiver upon corporate 
insolvency. All this is power without re- 
sponsibility. The government should now 
assume the moral responsibility of repre- 
senting the stockholders at corporate elec- 
tions, it having taken control of corporate 
finances. 

(3) It is a wise policy. We are traveling 
fast and far on the road to government 





ownership. Already the government is 
about to build railroads in Alaska. In de- 
fault of some better plan such ownership 
will be extended to railroads throughout 
the country. The above proposed plan of 
representing stockholders by their proxies 
would lead gradually to complete control 
because public sentiment and the stock- 
holders would soon recognize the necessity 
of lodging the responsibility in the hands 
of the government. 

Then would naturally follow one great 
central corporation controlling all the rail- 
roads of several central great railroad cor- 
porations, similar to the coming regional 
banks. 

Congress could incorporate four “re- 
gional railroad companies” similar to the 
several “regional banks.” These four re- 
gional railroad corporations could gradually 
take over either the railroads themselves 
or a part of all of the capital stock. The 
stockholders of those railroads would be 
very glad to exchange their present stocks 
for the stock of a regional railroad cor- 
poration on a reasonable basis. This would 
finally result in the four regional railroad 
companies controlling all the railroads of 
the country withoyt government owner- 
ship. Then the control of these four re- 
gional railroad companies could be by 
directors consisting of the Interstate Trade 
Commission, together with representatives 
elected by the officers of the railroad cor- 
porations. 

The fundamental facts are that bankers 
are being driven out and no one substi- 
tuted; that the stockholders are helpless; 
that the government has real control and 
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should be compelled to take responsible 
control; that this can be done without ex- 
pense and trouble; that competent men may 
be selected by the above plan and con- 
tinued in control; that without it there will 
be chaos, leading straight to government 
ownership. 

B. F. Yoakum, chairman of the 
’Frisco, advances a similar idea. What 
he suggests would amount to a Govern- 
ment guarantee of railroad investments, 
and he points out the great savings 
which would result from the lower in- 
terest rates which could thus_ be 
obtained : 


To illustrate: A reduction of 14% per 
annum in interest on $11,000,000,000 fu salled 


debt of the railroads would effect an annual 
saving in cost of transportation of $165,- 
000,000, which now constitutes mere 
economic waste. 

In other words, each one-half of 1% re- 
duction in interest rates would mean a8 sav- 
ing of $55,000,000 per annum, or $5,000. 
more than the government paid to the rail- 
roads of this country for carrying the mails 
last year. 

There are reasons why a working plan of 
this character with the government is bet- 
ter for the people than government owner- 
ship. Such a plan would tend to increase 
investments in railroad properties, and, 
what is of more importance, would con- 
tinue and encourage that strong individual 
initiative force which has been the most 
potent factor in the building up of this 
country. 








Wilson Trims the Anti-Trust Bill 





Some of Its Teeth 
Have Been Extracted. 


HE casual reader will probably 
not notice the really important 
changes which the administration 

has made in the revised edition of the 
Trust Bills, now called “A bill to supple- 
ment existing laws against unlawful re- 
straints and monopolies and for other 
purposes.” Enough qualifying and re- 
stricting clauses have been inserted to 
make a radical change in the actual effect 
of the bill. 

Price discriminations are forbidden 
only when made “with the purpose or in- 
tent to thereby injure or destroy the 
business of a competitor,” and “nothing 
herein contained shall prevent persons 
engaged in selling goods, wares or mer- 
chandise in commerce, from selecting 
their own customers;” no corporation 
shall acquire the steck of another cor- 
poration where the effect is “to eliminate 
or lessen competition” between the two 

r “to create a monopoly,” and this‘ does 
not apply to “corporations purchasing 
such stock solely for investment” nor to 
holding the stock of subsidiary corpora- 
tions “when the effect is not to eliminate 
or lessen competition.” 

Interlocking directors are forbidden to 
banks having more than $2,500,000 in 
resources, or banks in cities having more 
than 100,000 inhabitants; also to corpo- 


rations “other than common carriers” 
subject to the Interstate Commerce Law 
—which of course lets out the railroads. 

The part of the Consolidated Bill re- 
lating to the trusts and interlocking di- 
rectors is relatively short, and half the 
bill is devoted to injunction and contempt 
proceedings. 

All this is really quite different from 
the sweeping provisions of the several 
bills as first introduced, and probably 
adds nothing to the Sherman Law. The 
important section is that which specifies 
and requires criminal prosecutions: 

Sec. 11. That whenever a corporation 
shall be guilty of the violation of any of 
the provisions of the anti-trust laws, the 
offense shall be deemed to be also that of 
the individual directors, officers and agents 
of such corporations authorizing, ordering 
or doing any of such prohibited acts, and 
upon conviction thereof they shall be 
deemed guilty of a misdemeanor, and 
punished by a fine not exceeding $5,000 or 
imprisonment not exceeding one year, or 
by both said punishments in the discretion 


of the court. 
. * 


A Wide Test of 
Public Sentiment. 


WiitTHouT a doubt these changes 

were ‘made in response to public 
opinion, as brought out in the discussion 
of the bills as first drawn up. There was 
a remarkable chorus of objections to all 
the bills except that providing for a 
Trade Commission, which proved to be 





14 THE MAGAZINE OF WALL STREET. 


the only one of the “Five Brothers” that 
. was really popular. For example, Fran- 
cis T. Homer, speaking at the Finance 
Forum, showed very plainly the neces- 
sity of discrimination in regard to the 
prohibition of holding companies: 

Holding companies of controlling inter- 
ests in fields of business where restraint is 
harmful are not differentiated from . the 
class of holding companies, really invest- 
ment companies, dealing in lines where the 
accumulated power thus secured cannot be 
used except for good, instead of evil. Such 
are the holding companies that have been 
becoming more and more popular and ef- 
fective in meeting~ the requirements of 
public service corporations, meaning there- 
by street railway and interurban companies, 
gas companies, electric light companies, 
and water power companies. 

So far from holding companies in this 
line of activity endeavoring to become in- 
terested in competitive situations and 
thereby restrain competitive activity, the 
purpose of the holding company is to ac- 
quire interests in companies widely dis- 
tributed, serving different communities and 
localities, so that, through the joint control 
and management, the agercgate result will 
show, not isolated conditions of prosperity 
or depression, but the more stable average 
incident to serving widely separated com- 
munities. 


The papers have not failed to call at- 
tention to the fact that dissolution was 
the best thing that ever happened to the 
Standard Oil and Tobacco Trusts, Oil 
stocks formerly worth $450 having sold 
this year at an aggregate price of $1,500, 
and American Tobacco, worth $450 a 
share in one company, having risen to a 
total of $750 when split into 14 parts. 

Some do not hesitate to assert that the 
sweeping defeat of President Wilson’s 
candidate in the Seventh New Jersey 
District had: an important influence in 
shaping further legislation. Says the 
Evening Sun: 

Rarely in recent years has a president of 
the United States suffered a more decisive 
defeat. Mr. Wilson’s candidate barely es- 
caped the third place in the contest. 

or does this comprehend the extent of 
the defeat. Mr. Wilson is a minority presi- 
dent, elected purely and simply because the 
split between the Republicans and Pro- 
gressives divided a safe majority. Hope 
of Democratic continuance in power rests 
infallibly upon the prospect of prolotiging 
the Republican division, and in the Seventh 
New Jersey district yesterday the reunion 
between Republican and Progressive was 
almost complete. 

The character of the district is interest- 
ing. There was an electorate of mill hands 























THIS TIME THE YANK DON’T SEE IT. 
—Minneapolis Journal. 





and machinists, workingmen to whom the 
promises of “The New Freedom” and “The 
Constitution of Business” were but the 
pledges of lowered cost of living and widely 
increased opportunities. But at the end of 
a year they have found that it was the 
opportunity to earn a livelihood, not the 
cost of living, which had been restricted. 


* * * 


Are the People 
“Tired of Turmoil’? 


ig is hardly too much to say that the 
breadth and extent of the Govern- 


ment’s attacks on capital have reached 

the point of absurdity. To quote from 

the Boston News Bureau: 
There are now over 50 suits 


the list is being steadily len 
16 principal corporations under fire repre- 


ending and 
ened. The 


sent no less than $3,900,000,000 of capital. 
It is safe to say that all the actions insti- 
tuted affect close to $5,000,000,000 of capital. 
Thus is the business world kept in a 
turmoil. 

The protest against this condition of 
things is no longer confined to the “cap- 
italistic” press. The people at large are 
beginning to conclude that there is dan- 
ger of going too far. The following 
opinions from two leading banks of the 
West express the views of many thou- 
sands of unprejudiced business men: 

National City Bank of Chicago: For the 
past ten years capital has been withstanding 
attacks of all kinds from the Federal and 
State governments, and has now become 
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THE FIRST FRUIT. 
—Spetene Spoheemen-S Review. 


very timid. While it is true that many 
wrongs in the conduct of our large cor- 
porations needed the regulative power of 
government to eradicate, the great abuses 
have now been ferreted out and corrected, 
and it is time to call a halt, and let business 
take care of itself awhile, always, of course, 
within the established and proper bounds 
directed by existing law and custom. And 
when we speak of business—big business 
or successful business—it is well to bear in 
mind that we are all a part of it, either as 
workers or stockholders, and our individual 
welfare is dependent upon the welfare of 
business. 

American National Bank of San Fran- 
cisco: The measures now pending in Con- 
gress, for the purpose of regulating com- 
merce and the trusts, certainly offer little 
encouragement to business initiative. The 
prospect, for example, of an _ interstate 
trade commission, having “complete access 
to all records, minutes, accounts, books 
and papers” of corporations doing an inter- 
state business, is not looked upon with 
relish by men who might otherwise put 
their money into the formation of corpora- 
tions—with a fair chance that subsequent 
legislation would give to this commission 
the power to fix prices of commodities. In 
fact, there is a widespread conviction 
among business men that the proper gov- 
ernmental function of regulating commerce 
comes, under modern interpretation, dan- 
— near being irresponsible manage- 
ment of other people’s property. Irrespon- 
sible, because the government cannot be 
held to account for the mistakes and losses 
due to the incompetence and poor judgment 
of its political appointees. 

7 * * 


Importance of the Recent 
Lackawanna Decision. 
HE United States Circuit Court at 
Philadelphia, in the meantime, has 
handed down a decision which, if sus- 


+ paying for the transportation. 


tained by the Supreme Court, will have 
a far-reaching influence. The case is 


well summarized by the Engineering & 
Mining Journal: 


The Lackawanna, which, under its Penn- 
sylvania charter, is a coal-mining as well as 
a railroad company, sought to avoid the 
commodities clause of the Interstate Com- 
merce low by the organization of the 
Lackawanna Coal Sales Co., to which all 
the coal mined was sold at the mines, the 
new company doing all the marketing and 
The stock 
was not held by the railroad, but was sold 
to others, preference being given to the 
stockholders of the railroad. as purchasers. 

The government claimed in its suit that 
the sales company was merely a cover and 
that its operations were really controlled 
by the railroad, notwithstanding its nominal 
independence. It must be confessed that 
this view rather appealed to the general be- 
lief and common sense of most people; but 
the legal separation was complete, accord- 
ing to the court, which further holds that 
there is no law prohibiting people from 
holding stock in different companies. Such 
a law, indeed, to control private invest- 
ments, is hardly possible or constitutional, 
even for the most ardent reformer. 


There can be no doubt that this deci- 
sion will prove unpalatable to the Law 
Department at Washington. The Finan- 
cial Age asserts that: 


Apparently this opinion is in direct con- 
tradiction to the general principles laid 
down by Attorney General McReynolds in 
his last annual report, and particularly to 
the application of those principles in the 
case of the Union Pacific-Southern Pacific 
dissolution wherein the same stockholders 
were prohibited from continuing to hold 
stock in the dissolved companies. The De- 
partment of Justice, it is announced in 
Washington, will at once appeal the Lacka- 
wanna case to a higher court, as it involves 
a question that the government has been 
fighting for years. The judgment of the 
court of last resort will, no doubt, be 


Uncte Sam: “Don’t you think you've had the cass 
long gh to diag it?"—New York Times. 
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awaited with some anxiety in financial cir- 
cles, for upon the nature of that judgment 
will depend in large measure whether the 


government can find a basis for further 
suits against combinations whose legal 
status has not yet been fully determined. 





Phases of the New Banking System 





Twelve Reserve Banks 
Wouldn’t Go Around. 

HE Organization Committee of the 
new banking system went the 
limit on the number of Federal 

banks to be established, but apparently 
it would have taken twice the maximum 
number of twelve in order to satisfy the 
ambitions of all the cities that thought 
they were entitled to one. There are 
open charges of political deals in the lo- 
cating of the banks. 

The most remarkable part of the dis- 
tribution of the banks is that the com- 
mittee seemed to have temporarily for- 
gotten the existence of New Orleans, 
whose population and banking capital 
and resources are more than those of 
Atlanta and Dallas combined, where Re- 
serve banks were located. A meeting of 
protest in New Orleans was addressed 


by Mayor Behrman, Sol Wexler and.. 


other prominent citizens, and some red- 
hot resolutions were adopted, in part as 
follows : 


The confidence of this community in the 
entire proposed banking system is rocked 
and rent to its very foundation stone. This 
community sees in a money power thus 
utilized in its inception to pay political 
debts and forge political fetters a menace 
to this republic far more overwhelming 
than that which threatened the United 
States of Andrew Jackson and caused the 
dissolution of the Bank of the United 
States. This community foresees the up- 
building in this country of ours of a plu- 
tocracy having at its command the vast 
financial resources of the government, using 
these resources to increase its power and 
to maintain its sway, a plutocracy deaf to 
reason, blind to justice, scornful of right. 


Baltimore, also, is naturally disgusted 
at being put in the Richmond district. 
Thus Hambleton & Co.: 


Who a few weeks ago would have 
prophesied that Baltimore, the head of the 
financial artery of the South, the connecting 
link between the great money centers of 
the North and the region below the Po- 
tomac—the Clearing House, in fact, of that 
entire section—would have been assigned 
a junior place in the Fifth Reserve District, 


playing second fiddle to a city about one- 
fifth her size in population, one-tenth in 
industrial and financial importance, with the 
center of reserves 150 miles to the South? 

All of the banks in northern New Jer- 
sey, most of those in Connecticut and 
42 in Pennsylvania, would have pre- 
ferred to be included in the New York 
district ; but New York bankers have not 
protested. Probably they have become 
accustomed to the settled antagonism of 
politicians now in power. 

* * * 
Reduction in New York 
State Bank Reserves. 
INCE the new Federal Reserve Sys- 
tem will permit the national banks 
to reduce their reserves, the state of 
New York found it necessary to reduce 
the reserve requirements for state banks 
and trust companies in order to place 
them in a position to compete with the 
national banks successfully. The new 
law as drawn by the Van Tuyl Commis- 
sion is summarized by the Times as 
follows: 

Banks and trust companies outside the 
Clearing House or in other parts of the 
State will have no obstacle to encounter 
and may make the reductions at once. The 
following table shows the legal reserve re- 
quirements under the old law and the new 
law, respectively: 

-Old Law— —New Law 
On On- On On 
State Banks— Hand Dep’t Hand Dep’t 

Manhattan 10 12 

Brooklyn .......10 10 10 

Other boroughs. 7ys 7% 4 

Elsewhere .... 9 4 
Trust companies— 

Manhattan 0 10 

Brooklyn ....... 5 8 

Other boroughs.10 5 4 

Other cities ... 5 5 4 

The new law provides for the first time 
that part of the reserves shall be kept in 
gold. This was due to a fear that the 
workings of the Federal reserve system 
might result in drawing to it the gold now 
held in State institutions. In order that 
they should not be drained of their proper 
proportion of the gold basis for credit the 
requirement was inserted that at least half 
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of the reserves on hand shall consist of 
gold, gold bullion, gold coin, United States 
gold certificates or United States notes and 
the remainder shall consist of any form of 
currency, other than Federal reserve notes, 
authorized by the laws of the United States. 

Greenbacks are thus placed in the cate- 
gory of gold. Federal reserve notes are 
excluded entirely as reserve money, be- 
cause they are to form a temporary cir- 
culation which it is intended shall be retired 
automatically as soon as the need for it has 
passed, which might be defeated by the 
locking up of such notes in State bank 
reserves. 

* * . 


Will the New System 
Control the Flow of Gold? 


[4 our last issue we commented on a 

highly suggestive pamphlet by Geo. 
H. Shibley, expert to the Senate Bank- 
ing Committee, on the control of gold 
movements and commodity prices by 
means of the new system. Director Rob- 
erts, of the U. S. Mint, in a recent ad- 
dress before the Western Economic 
Society at Chicago, dwelt upon the im- 
portance of the control of gold by means 
of the discount rate to be established by 
the Federal Reserve Board, and urged 
State Banks and Trust Companies to join 
the new system so as to strengthen it in 
this particular: 

The United States has provided a cen- 
tralized, official control of the banking re- 
serves, to be exercised through the discount 
rate and supplemented by the power of note 
issues. 

The weakness and perils of our past 
situation are known to all. The system has 


been established for the common good, but, 
besides that, it will be of protection and ad- 
vantage to every banker. It is worth some- 
thing to a man to have all of the wooden 
buildings in his block replaced by fireproof 
ones. Every banker will share in the bene- 
fits, whether he joins the system or not, 
through the greater security and stability 
that surround him, and every one should be 
willing to reciprocate and co-operate by 
contributing his share to the common 
resources. : 

Certain definite principles relative to the 
control of credits, the management of 
crises, and the maintenance of a gold re- 
serve have been evolved and established so 
that the world has accepted them, and one 
by one all nations have provided them- 
selves with the equipment to carry these 
principles into effect. 

The first consideration for a note-issuing 
institution is that its currency shall always 
be convertible into gold on demand. Every 
diminution of its gold reserve, every sign 
at home or abroad which betokens demand 
upon that reserve must be heeded, so that 
the liabilities and resources of the institu- 
tion may be kept in due relations. And the 
chief reliance in this management of a gold 
reserve is the discount rate. — 

One of the minor functions of the 
Reserve System, about which little has 
been said, will be the evolution of an 
economical scheme for the exchange of 
checks. There is no reason why a great 
reduction in the cost of this could not be 
brought about, together with a consider- 
able speeding up of collections. The 
Organization Committee recently asked 
the opinions of the clearing houses on 
this matter, and is understood to be giv- 


ing it consideration. 








Economic Effects of the Panama Canal 








Will Transcontinental Rails 
Be Seriously Affected? 


HE canal has been very much in 
the public eye recently as a result 
of the tolls question, which is 

perhaps emphasized beyond its actual 
importance. The economic benefits of 
the canal to this country and to the world 
afford a topic of larger and more lasting 
interest. 


In World’s Work Theodore P. Shonts,. 


who had charge of the first work of con- 
struction of the canal, concludes that it 


will be especially important in the devel- 
opment of our Pacific ports and Gulf 
Coast cities, but will also add materially 
to the business of all Atlantic ports. The 
opening of the canal will give a consid- 
erable impetus to American coal produc- 


tion, as European vessels passing 
through the canal will find it to their 


advantage to co e or at nearby 
ports. Mr. Shon this to say about 
the effect of the on the trans¢con- 


tinental roads: 
I do not hold what-seems to be the pop- 
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ular view, that the opening of the canal will 
have a serious effect upon the business of 
the transcontinental railroads of the United 
States; on the contrary, I am inclined to 
believe that it will be to their advantage so 
soon as trade conditions adjust themselves. 
The traffic of the transcontinental railroads 
that will be most seriously affected is that 
which originates at Atlantic Coast pots, 
destined to ports on the Pacific, and vice 
versa. With this traffic the steamers that 
operate by way of the canal will come into 
direct competition; and, as their rates will 
be lower and the time taken in transit ap- 
proximately the same as is now taken by 
the railroads, diversion of business is nat- 
urally to be expected. The tonnage ac- 
tually handled from coast to coast is not, 
however, as important as that which orig- 
inates at interior points and is brought to 
the coast to take advantage of the low rates 
quoted by competitors of the transconti- 
nental railroads. But this competition will 
be limited to the movement of traffic only 
where the railroad rate for the haul from 
interior points to the seaboard, plus the 
ocean rate, is lower than the rate charged 
by the transcontinental railroads from in- 
terior points to destination. The railroads 
may possibly lose some of their cheaper 
tonnage, but this will be more than made 
up to them by the inevitable increase in 
higher class traffic that will be brought 
about by the development of the territory 
they serve. 














HIS BEST PLATFORM MANNER. 
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Effects on West Coast 
Of South America. 
"THE one region that will get the 
greatest benefits from the canal 
will be the west coast of South America 
At present that coast is shut off from the 


world, by almost impassable mountain 
ranges on the east and by almost pro- 
hibitive ocean voyages to all the big com- 
mercial centers. The new canal will lift 
the embargo on the west coast trade. 
Prof. Hiram Bingham, of Yale, in a re- 
cent address to the Manufacturers’ 
Export Association, emphasized this 
feature: 


It is readily seen that while the future 
of the West Coast has nothing in store at 
all like the future of the East Coast, there 
are great possibilities from the tremendous 
deposits of copper, nitrates and tin. The 
development of these mineral industries 
means the necessity for building railroads. 
The influx of capital which must follow this 
will slowly increase the purchasing power 
of the people and thereby increase the de- 
mand for American manufactured products. 

After the canal is opened you are going 
to get fine passenger steamers going direct 
from New York to the West Coast. As a 
result, I firmly believe there is going to 
be a tremendous increase in passenger 
traffic to South America, and in the wake 
of that passenger traffic there is going to 
go a large amount of business, as the busi- 
ness men see opportunities which they do 
not realize exist for them there today. 


There is no use denying the fact that 
when the Panama Canal is opened New 
York has got to look to her laurels. New 
Orleans will be much more benefited than 
will New York; Chicago as a distributing 
center will, I believe, be more benefited 
than will New York. 


John Hays Hammond is a man thor- 
oughly familiar with the trend of the 


world’s commerce. Ina recent interview 


he said: 


People of this country have never awak- 
ened to importance of the canal in a trade 
sense. South American countries are 
spending more money to make use of the 
canal than the United States is spending on 
the canal. In harbor widening and build- 
ing, bridges building, railroad construction, 
etc., great sums are being employed. There 
is almost as great activity on the east coast 
as on the west coast. Two new steamship 
lines between New York and west coast 
ports are in course of construction and de- 
velopment. 

In Montevideo $20,000,000 is being spent 
on harbor work, which will make that port 
one of the finest in the world. In Chile, 
the work on the Longitudinal Railroad, be- 
ing built by J. G. White & Co., entailed 
expenditure of $15,000,000 in 1912. The 
canal will increase South American trade 
enormously. 











The Copper Situation 


By JAMES H. BROOKMIRE 








OLD can be profitably transported 
as a medium of exchange from 
London to New York, thence to 

Buenos Ayres, and back again to 
Europe, all within a twelve months’ 
period, owing to the fact that 16 ounces 
of it are worth about $330, so that the 
cost of shipment is only a small frac- 
tion of its total value. Likewise, if a 
quantity of the gold metal were kept 
in safety deposit for a period of years, 
unclaimed by the owner, it could be 
released without loss to anybody, for 
its total value would far exceed stor- 
age charges. 

Iron, however, is worth only one 
cent a pound, and cannot be profitably 
transported inland except for short 


distances, owing to the fact that the 
ratio of freight charges to the total 


value is high; likewise, carrying 
charges on surplus accumulations of 
the commodity are prohibitive. For 
these reasons it is impossible for pig 
iron producers to maintain prices when 
the demand for their product begins to 
fall off, and the Pig Iron Barometer 
in the accompanying chart shows that 
production is drastically curtailed 
whenever pig iron prices decline dur- 
ing a period of liquidation, as in 1900, 
1903, 1907, 1910 and 1913. 


QUESTION OF MARKET POLICY. 
Copper, however, though not so yal- 
uable as gold, is worth about fifteen 
times as much per pound as iron, and, 
owing to this fact, the large producers 
of the copper metal can afford to pay 
storage charges for a time rather than 
dump surplus accumulations of their 
product upon the market, if there is 
any prospect of maintaining and ulti- 
mately advancing prices by following 
such a policy. We do not mean that 
if the copper producers would co-oper- 
ate so as to constitute an absolute 
monopoly they could maintain high 
prices in the face of a decline in con- 
sumption during a period of business 


depression, for they must pay interest 
and dividends in order to maintain 
their credit, and must lower prices in 
order to get business when demand 
falls off. Monopolies can no more 
maintain prices continuously at a high 
level than can producers in a competi- 
tive industry. 

What a monopoly can do, however, 
is to prevent its market from becom- 
ing demoralized by refusing to lower 
prices when there is no business to 
get; and this is what the steel pro- 
ducers did in 1908 on those more fin- 
ished lines of steel goods susceptible 
of control. At that time, however, the 
copper producers were not operating 
harmoniously, and copper prices de- 
clined from 25 cents to 13 cents a 
pound in a few months. During 1913 
and 1914 steel prices have declined to 
lower levels than were reached in 1908, 
yet copper prices have stubbornly 
maintained about half of the advance 
scored in 1912—which suggests that 
more sympathetic relations exist be- 
tween the copper producers than was 
the case some years ago. 

We do not mean that there is an ab- 
solute monopoly in the copper indus- 
try, for in addition to the big interests 
such as the United Metals Selling 
Company, a subsidiary of the Amalga- 
mated, the American Smelting & Re- 
fining Company, and Phelps, Dodge & 
Company, there are small agencies and 
independent producers who immedi- 
ately cut prices upon the development 
of any sign of weakness in the market. 
But these smaller interests cannot sell 
indefinitely, and the big interests, by 
“pegging” a price and staying out of 
the market until the smaller interests 
are sold to the limit of their capacity, 
can either compel consumers to buy at 
a higher price or leisurely lower the 
“official” quotation much more moder- 
ately than would be possible in a uni- 
versally competitive market. 

The benefits of this policy are en- 
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joyed almost exclusively by the smaller 
agencies and independent producers 
for the time being, although it is prob- 
able that the prevention of a demoral- 
ized market also helps the large pro- 
ducers, taking a long range view, 
owing to the greater mterests which 
they have at stake. Moreover, the 
copper industry is very interesting just 
now as a study in concentrated capital, 
and it is a question whether the stabil- 
izing influence of the Steel Corpora- 
tion and the big copper interests, in 
addition to benefiting the smaller inde- 
pendent producers, does not bestow a 
great service to society as a whole in 
conserving the credit of the country in 
general, and the welfare of the wage 
earner’s family in particular. 

If we assume that the large copper 
interests have been harmonious as to a 
market policy during the past two 
years, and will continue to hang to- 
gether in the future, the effect upon 
prices will be to prevent demoraliza- 
tion during periods of liquidation, and 
also to moderate advances when a high 
level tends to be excessive; for, while 
small competitive interests will greed- 
ily grab for the last dollar, the large 
interests are more conservative, know- 
ing that the higher the rise the greater 
will be the demoralization on the de- 
cline. In a controlled market also, 
price advances during the early stages 
of business recovery and improvement 
are much more rapid than in an un- 
controlled, competitive market, and for 
this reason consumers of copper will 
do well to accumulate in advance of 
the next period of improvement, for 
there is no doubt that the producers 
are going to be on the alert. 


THE TECHNICAL SITUATION. 


The chief considerations entering 
into a discussion of the present out- 
look for copper are: (1) The market 
policy of the producers (as discussed 
above), (2) the technical situation as 
judged from current statistics and (3) 
the trend of general business condi- 
tions as determined by the three prim- 
ary fundamental factors—Crops, Pol- 
itics and Banking Resources. 

The copper report published April 
8, 1914, shows a very strofig, technical 
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position, for, in spite of a recovery in 
production to the highest figure in over 
a year, the marketable supply on hand 
is barely sufficient for two weeks’ de- 
liveries. It is true that the published 
figures bear evidence of manipulation 
occasionally, in that exports according 
to the producers’ reports are some- 
times at variance with the Metal Ex- 
change estimates based upon the Cus- 
toms House returns, and the ab- 
normally large exports of the past 
month may very reasonably be looked 
upon with suspicion. It does not mat- 
ter, however, whether these large ex- 
port figures represent actual foreign 
demand or merely financial ability to 
carry large, “hidden” accumulations of 
copper metal. In either case the fact 
is an element of strength in the tech- 
nical position of the copper market. 


FUNDAMENTAL FACTORS. 


The two fundamental factors which 
favor a period of improvement and 
rising prices later in the year are (1) 
the favorable condition of the soil and 
winter wheat crop, and (2) the fact 
that the banking index of the United 
States indicates easy money conditions 
ahead. 

Plentiful banking resources are ab- 
solutely necessary as a prerequisite to 
improvement, for without easy credit 
conditions the Railroads cannot bor- 
row money at reasonable terms, and 
unless the Railroads participate in a 
general buying movement, the steel in- 
dustry, the basic business of the coun- 
try, cannot enjoy a sustained increase 
in activity. A substantial amount of 
buying from the Railroads .can be ex- 
pected during 1914, owing to the fact 
that they are badly in need of new 
equipment as a general thing; but the 
banks cannot afford to extend credit to 
the Railroads beyond their urgent cur- 
rent needs unless the crop outlook 
promises an increase in agricultural 
wealth sufficiently large to justify hope 
for increased Railroad earnings, and 
this is why sustained expansion of the 
steel industry will require satisfactory 
crops, as well as easy money condi- 
tions. 

The two factors which are unfavor- 
able to a speedy recovery are (1) that 
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as a result of the lower tariff sched- 
ules there will be increased competi- 
tion with foreign producers at a time 
when business depression in Europe is 
growing more accentuated, so that 
American manufacturers will be very 
cautious about advancing quotations 
through fear of losing the seacoast 
markets; and (2) that the foreign cap- 
ital markets are still unfavorable to 
the sale of American Railroad securi- 
ties to European investors. 

If we are to enjoy a period of sus- 
tained activity for a period of years, 
international financial conditions must 
be such as will permit the continuous 
absorption of American stocks and 
bonds abroad, for before materials can 
be bought and wages paid for pur- 
poses of new Railroad construction, 
new securities must be sold to the in- 
vesting public. 

When a new issue of shares or bonds 
of an American Railroad is to be made, 
some New York underwriting house 
generally undertakes to sell the same 
to investors throughout the world by 
offering subscriptions to brokerage 
houses in New York, Boston, Chicago, 
Philadelphia, St. Louis and other: cities 
in the United States, as well as in 
Europe, and although the United 
States is much less dependent upon 
Europe than was the case thirty or 
forty years ago new financing by 
corporations in this country cannot be 
satisfactorily accomplished unless 
large amounts of the new securities of- 
fered are taken by investors in Europe, 
especially England, France and Ger- 
many. 
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For instance, although the prosper- 
ity of the era from 1901-1907 was 
based largely upon the physical re- 
sources of the United States, and the 
efficiency and inventive genius of the 
American people, the rapid develop- 
ment of that period would have been 
impossible without the large amounts 
of working capital secured from 
Europe. At the present time Euro- 
pean financial conditions are improv- 
ing, and indications are that we shall 
be able to borrow money extensively 
from foreign countries during the next 
few years, but just now foreign finan- 
cial houses cannot handle any large 
amounts of American securities—the 
overextended position of the banking 
index of the Bank of France proves 
this. 

The one factor which has become 
the most important element in deter- 
mining business sentiment for the mo- 
ment is the matter of increasing freight 
rates on the Eastern Roads. A favor- 
able decision, together with easy 
money conditions, would start the ball 
rolling toward industrial recovery, and 
if followed by good harvests next fall 
we should have an adequate basis for 
— prosperity. But a decision un- 

vorable to the Roads, together with 
the two unfavorable factors mentioned 
above, would tend to delay industrial 
recovery 

With the Banking Index of the 
United States forecasting abundant re- 
sources, however, regardless of tem- 
porary obstacles it may be positively 
predicted that the next long swing will 
be upward. 
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Some Functions of the Bank of 
England 


By LAWRENCE IRWELL 








HE Bank of England is not tech- 
nically a gavernment institution, 
but it is, nevertheless, practi- 

cally a state bank in some respects. In 
addition to being compelled to pay 
gold on demand on presentation of its 
notes (paper currency) however large 
the amount may be, it is required to 
issue notes to any one offering gold 
bullion or gold coin of the requisite 
fineness at the rate of three pounds 
seventeen shillings and nine pence per 
ounce troy. This bank may, and does 
for the purpose of home circulation, 
send the bullion to the mint to be 
coined. Coins 11/12 fine are issued at 
the mint in exchange at the price of 
three pounds seventeen shillings and 
ten pence halfpenny per ounce, which 
is in reality the English standard of 
value, although it is expressed in terms 
of the sovereign or “pound sterling.” 

Bank of England notes are issued 
against gold coin-or bullion and also 
against certain debts owed to the bank 
by the government. This debt usually 
totals about eleven million pounds. 
Practically all banks keep their re- 
serves at the Bank of England, the 
gold reserves even of the biggest banks 
other than the institution named being 
insignificant compared with their lia- 
bilities. In times of financial stress or 
monetary stringecy the gold reserve of 
the Bank of England is virtually the 
only source upon which the nation can 
depend. This position is not satisfac- 
tory, partly because there are foreign 
banking establishments and agencies 
in London whose resources in England 
would enable them to exhaust the 
gold reserve of the Bank of England 
within a short time, possibly two 
weeks, if they demanded payment of 
them in gold. 

A function of the Bank of England 
which explains the somewhat paradox- 


ical condition sometimes existing in the 
London money market is the regula- 
tion of the discount rate—the price 
charged for loanable capital. Economic 
conditions in England, as in our coun- 
try, are at times such that loanable 
capital, often called money, is excep- 
tionally plentiful, and in consequence 
the rate of interest in the open market 
in London is unusually low. (Speaking 
strictly, the word “money” in England 
and in the United States means gold 
coins, and nothing else.) At the same 
time opposite conditions may, from va- 
rious causes, exist in commercial cen- 
ters outside Great Britain. 

Money in the sense of loanable capi- 
tal is always in a state of flux or liquid 
condition, and is susceptible to the 
slightest inducement for more profit- 
able employment. In such circum- 
stances it will readily flow to those 
places in which it can with safety earn 
a better rate of interest. 

Bills of exchange (in payment of 
goods) payable in those places where 
money is dearer are in demand and 
their price in the open market in Lon- 
don will rise to such a rate that it 
would be cheaper to send out gold than 
to buy bills for remittance purposes. 
In such a case the foreign exchanges 
are said to be “against” Great Britain, 
and the price of bills is spoken of as 
having reached “gold point.” Gold 
will be withdrawn freely from the 
Bank of England, and the drain may 
continue till the reserve is reduced 
beyond safety point. 

In these circumstances the directors 
of the Bank of England have no option, 
although money is abundant and 
cheap, but to raise the “bank rate” 
which means the minimum discount 
rate. This minimum rate of discount 
is the lowest figure at which loans can 
be obtained from the Bank of England 
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on gilt-edged securities or first-class 
commercial paper. All the great incor- 
porated banks do the same—that is, 
they increase their minimum rate for 
loans, and they also increase the rate 
of interest which they are paying on 
time deposits and on current accounts 
when any interest is paid on such ac- 
counts, which is very uncommon in 
London. 

The Bank of England does business 
at three different “stands” in London 
and at about ten centers outside Lon- 
don—Liverpool, Manchester, Birming- 
ham, etc. At none of its establishments 
does it pay interest on deposits. The 
object of the directors of the Bank of 
England in raising fhe discount rate is 
to check the outflow of gold by offering 
a better price for it in London, and to 
turn the foreign exchanges in favor of 
England, and induce the return of gold 
to replenish the reserve. Gold is the 
basis on which the structure of British 
credit rests. England must at all times 
be in a position to pay gold on demand 
to any extent. If that country could 
not do so, it would have ceased to be 
a commercial nation of the first rank. 

The English money market, like our 
own, is subject to periodic disturbances 
which differ from disturbances of other 
commodity markets in the following 
manner: A scare in the money market 
sometimes has a disastrous effect on 
the whole fabric of industrial and com- 
mercial activity, while a panic in the 
market for any other particular com- 
modity will be confined to the circle of 
dealers immediately interested in the 
article concerned. Unwise diplomacy 
and reckless speculation in finance are 
the two great evils to be feared in this 
connection. 
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The Kruger ultimatum to England 
at the end of 1899 may be taken as a 
concrete illustration of the former evil. 
At the time this message became 
known in London, the discount rate 
stood at 3% per cent. In a few weeks 
it was run up to 6 per cent., but there 
was no panic, and loanable capital was 
abundant. Nevertheless, the Bank of 
England, in order to protect its re- 
serve, had to offer the outside market 
price for gold, this price having been 
created by the international scramble 
which took place for its possession. 
Rates for loanable capital did not re- 
main long at 6 and 7 per cent., but the 
results were serious to merchants and 
manufacturers who had entered into 
contracts which required the use of 
some borrowed money. 


There may exist a superabundance 
of money in London along with an ad- 
verse state of indebtedness between 
London and some particular foreign 
center. To counteract the outflow of 
gold to that center, the Bank of Eng- 
land sends its brokers into the market 
to borrow money by lending consols 
(government bonds) until the next 
Stock Exchange “settling day” which 
for consols occurs monthly, and for all 
other securities once in two weeks. 


By this operation the Bank of Eng- 
land takes the surplus of money off the 
market, and the market rate is brought 
into line with the bank’s discount rate. 
The raising of the official minimum 
with its adverse effect on business is 
thus avoided. In such cases the Bank 
of England is said to have. “gone into 
the market to borrow” in order to 
make the official discount rate ef- 
fectual. 

















The Law Between’ Broker and 


Customer 
A Clear Statement of Their Rights and Relations 








HE following extracts are from a 
new book entitled “A Handbook 
of Stock Exchange Laws,” by 

Samuel P. Goldman.* It gives in full 
the constitution, by-laws and rules of 
the New York Stock Exchange, and 
also has a very useful chapter sum- 
marizing them and giving references 
to cases decided in the courts affecting 
the interpretation and application of 
these regulations. 

Another section covers laws and de- 
cisions affecting the general manage- 
ment of brokerage houses. In Part V. 
are given in full the laws of New York 
State relating to stock brokers. 

Part III. is devoted to “The Broker 
and His Customer,” and it is from that 
section that the following quotations 
are taken. They do not, of course, 
cover all the points included in that 
section—only some of the most im- 
portant: 

DEFINITIONS. 

Some judicial definitions of terms commonly 
used by those who deal on the Stock Exchange 
follow : 

“Margin” is security—nothing more. 

A “short sale” is a sale of stock which 
the seller does not possess, but which he hopes 
to buy in at a lower price than that for which 
he sells. 

A “bull” is one who buys stock with the 
expectation of making a profit through a rise 
of price; he is then said to be “long of stock.” 

An “option” in one sense denotes a 
future contract in which one side has a right 
to insist upon -compliance with the contract 
at any time within a given period. 

In another sense it means where one side has 
a right to insist upon such compliance as to 
cancel the contract at his election, such as a 
“put” or a “call.” 

A “put” is judicially defined as the “privi- 
— of delivering or not delivering” the thing 
soid. 

A “call” is defined as the “privilege of 
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calling for or not calling for” the stock bought, 
or an option to claim stock at a fixed price 
on a certain day. 

A “fly-power” is a written assignment in 
the form generally used on the reverse of 
stock certificates, which when signed and at- 
tached to such certificate, is sufficient to trans- 
fer the same in like manner as an endorsement 
thereon. 


DUTIES OF BROKER AND 
CUSTOMER. 


The stockbroker is bound to exercise good 
faith in his dealings with his customer, and 
reasonable skill and diligence, but he is liable 
only for the reasonable care and diligence 
which an ordinarily prudent purchaser would 
exercise. 

Secret Profits—He may not make secret 
profits for himself out of the transaction. But 
as the broker is not obliged to retain the iden- 
tical stock purchased, the purchaser cannot, if 
he orders a subsequent delivery of the stock, 
and pays for it at the contract price, recover 
a profit the brokers have made through being 
able to secure the stock actually delivered at 
a lower figure owing to a fall in the market. 

Notice of Transactions.—He must notify 
his customer of the transactions made. 

Broker Bound by Manager’s Acts.—A 
manager of a stockbroker’s office, as between 
the stockbroker and a customer, is a general 
agent of the broker, who is bound by the 
manager’s acts done in the course of business 
though he violates some private instruction not 
known to the customer. 

Payment Before Delivery.—A customer 
cannot demand delivery of stock purchased by 
his order until he has paid or tendered the 
price paid. 

Prior Indebtedness.—A broker cannot 
apply the margin put up on a transaction upon 
a prior indebtedness which is disputed by the 
customer. If he does so, and exhaustion of 
margin results in a sale, the sale is un- 
authorized. 

Broker Must Obey Definite Order.—A 
broker who fails to carry out a definite order 
by his customer to buy or sell is, in ordinary 
circumstances, liable for any consequent loss. 
Brokers who have been told that a special ac- 
count in a customer’s name is for another, 
are not entitled to sell the stock to make up 
deficiency in the customer’s own account. A 
“stop order” does not impose an obligation 


upon the broker to hold the stock until it 
It is a 


reaches the price named in the order. 
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measure of protection which the purchaser 
provides for himself against loss beyond a 
certain point in a fluctuating market, 

Broker May Buy Smaller Quantity Than 
Ordered.—An ordinary order to purchase 
mining stock is not an entire contract. The 
broker may buy a smaller quantity than is 
ordered. 

Keeping Proper Accounts. — It is a 
broker's duty to keep proper accounts showing 
the names of the persons with whom he deals 
for his customer. Failing this, presumptions of 
value will be against him. 

Authorization to Sell Distinguished from 
Order.—A customer in New York dealt 
with brokers in Chicago, but the transactions 
were all made by their representatives in New 
York, V. & A., on the plaintiff’s direct orders. 
The customer telegraphed the brokers, “I will 
have to let my stocks go,” whereupon they 
instructed V. & A. to sell the stocks. The 
customer also instructed V. & A. to do so, so 
that the order was duplicated. It was held 
that the customer’s telegram was an authoriza- 
tion to sell, not an order, and until the broker 
had notified him of their election to exercise 
the authority, the customer was at liberty to 
instruct V. & A. directly; and the brokers’ 
order was held for their own account. 


Proof of Receipt of Order.—A customer’s 
evidence that he mailed a letter ordering a pur- 
chase at the opening market price is insufficient 
without proof that the broker received it in 
time to execute the order. 


Order to Sell at Discretion—A broker 
may have authority from his customer to 
sell at his discretion. In such a case the cus- 
tomer cannot, without showing fraud, hold him 
liable for selling at a lower price than the 
stock touches at other times. 


When Broker Not Compelled to Sell.— 
When the customer is a speculator, in debt 
to the broker and in poor credit, the broker 
is not liable for refusing to obey his order to 
sell and buy with the proceeds other stocks 
which the broker thinks less safe even though 
these go up afterwards. Where discretionary 
authority is given a broker to sell he has a 
reasonable time within which to do so. Seven 
or eight days has been held reasonable. 

Brokers are not obliged to sell stock on the 
exhaustion of margin. They may hold it and 
depend upon the customer’s liability without 
security, if there is no agreement that it is to 
be sold when the margin is exhausted. 


Ratification of Unauthorized Transac- 
tion—An unauthorized purchase or sale 
may be ratified by the customer. But 
where the customer was not apprized of 
all the facts, such as omitting to state the 
selling price, a delay of twelve days in 
repudiating the transaction did not amount 
to a ratification. A purchaser may ratify 
an unauthorized purchase by agreeing to 
pay the balance shown by statements to 

due by him, by depositing stock to se- 
cure the indebtedness, and by actually pay- 
ing it. A customer may ratify acts of his 
brokers amounting to a taking of secret 


profits by accepting their account stated 
and paying the balance shown, without ob- 
jection. ' 

If a customer ratifies a sale in ignorance 
of the facts, and the brokers send him a 
second statement to the effect that the 
price mentioned in the first is due to a 
clerical error, the customer may disaffirm 
his ratification, but if he elects to continue 
the ratification he can only recover the 
price actually received. 

Customs and Usages and Rules of Stock 
Exchange.—Customers are presumed to 
have authorized the broker to carry through 
the transaction in accordance with the 
usages and customs of the particular Ex- 
change, so far as these concern the manner 
of performing the contract, although these 
are not known to the customer; and this 
applies to the rules of the Stock Exchange 
themselves. This has been held to apply 
to the following customs: To sell stocks 
deposited as collateral security for call 
loans at the board on the borrower’s fail- 
ure to pay on the day demand is made; of 
brokers to purchase stock in their own 
names, without disclosing their principals; 
to close out a transaction on the customer’s 
default; to settle claims against defaulting 
customers; to accept certain stocks as col- 
lateral for additional margin, imposing upon 
the broker the duty to accept them. But 
apparently the transaction must have been 
on the Exchange. 

The Broker Cannot Buy Customer’s 
Stocks.—He cannot act as principal and 
agent in the same transaction without his 
customer’s consent. But headings of no- 
tices of sale indicating that he has done so 
do not prevent him showing that the sales 
were actually made to others. The ques- 
tion of actual fraud or injury done his cus- 
tomer is immaterial if he so acts, such deal- 
ings being held contrary to public policy. 
A broker cannot act for both buyer and 


seller. 
BUYING ON MARGIN. 


A speculative contract for the purchase 
and sale of stocks on margin is valid. 

Demand for Margin.—Before closing a 
transaction on failure of ‘margin, either 
where stock has been bought or sold short, 
the broker must first make a demand on 
his customer for additional margin. 

Demand Must Be Specific—Such de- 
mands for margin must be specific, definite 
and certain. To constitute a sufficiently 
specific demand it must either mention a 
particular sum, or state facts from which a 
particular sum may be ascertained with 
certainty. An alternative demand calling for 
an answer from the customer has been 
held insufficient.* 


*Most brokers, as a measure of self-protection, print 
on all notices of purchase or sale a statement reserv- 
ing the right to close out trades on margin without 
notice when they consider such action necessary. This 
is to cover errors or misunderstandings, as it is the 
custom of brokers to call upon customers for more 
pereia, regardless of such printed reservations.— 

ITOR. 
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Reasonable Time to Make Good—A 
broker may waive a provision in his con- 
tract peceeeving the right to close transac- 
tions without further notice whenever the 
margins were running out, either in express 
terms or by a course of dealing giving the 
customer the right to believe that this 
would not be done. 


Waiver of Customer’s Default.—The 
broker’s waiver of his customer’s default in 
complying with a demand for additional 
margin will prevent him from being enti- 
tled to close the transaction until a new de- 
mand is made. 


Duty as to Retaining Stock Purchased.— 
Brokers need not keep on hand the identi- 
cal securities purchased for their customer. 
Their duty is to keep on hand, or under 
their control, either these securities or a 
like kind and amount of securities. 


Broker’s Right to Pledge Margined 
Stock.—A stock broker who has purchased 
stocks on margin for a customer may 
pledge the stock, and his pledgee will ob- 
tain a good lien thereon, which he may en- 
force by a sale of the stock without notice 
to the customer, and without incurring lia- 
bility to him or to the broker. A broker 
who so men the stock is bound at all 
times to keep himself in readiness to deliver 
the particular shares, or an equivalent num- 
ber of similar shares, to the customer 
whenever the latter offers to pay the un- 
ee of the purchase price of the 
stock. 


BROKER’S INSOLVENCY. 


On a broker’s insolvency, stock which 
he has been carrying for a customer goes 
to the customer, not to the broker’s as- 
signee. 

The conflict between various claimants 
against an insolvent broker arises when 
various customers have delivered money or 
securities to the broker either for or upon 
the execution of orders, or for safekeeping 
or otherwise. Assuming that the relation 
of customer and broker has arisen, the 
broker becoming insolvent throws upon 
the court the burden of deciding how the 
moneys in bank or elsewhere, the securities 
in actual possession of the broker, and the 
securities hypothecated with the banks or 
bankers, shall be distributed. Ordinarily all 
creditors of the bankrupt broker would 
share on an equal basis, pro rata, in the 
latter’s estate, but circumstances some- 
times give one customer a superior claim 
or equity over other customers. 

The most common instance is where the 
customer has given the broker the money 
in full to purchase outright the securities 
ordered. If the securities have been pur- 


chased, and the certificate is in the hands 
of the broker at the time of failure, the 
customer is entitled to its immediate de- 
livery to him, upon its being properly 
identified. If the securities have not been 
purchased, and it can be shown that the 
funds were deposited in bank, and there re- 
mained at the time of failure, the customer 
is entitled to have such fund repaid to 
him; that is, he is entitled to the bank ac- 
count itself. 

The same is true where the customer has 
given securities to the broker, and the lat- 
ter has ceprapenes them, and put the 

roceeds of the unauthorized sale in his 

ank account. Following a leading English 

case, if the broker mingles the customer’s 
funds with his own, the court will presume 
that the money he withdraws in his own, 
and that the remaining. funds belong to his 
customer. This upon the familiar doctrine 
of tracing trust funds. 

The situation here described is, of course, 
entirely independent of the criminality in- 
volved in the broker’s conduct either in 
misappropriating moneys given to him by 
his customer for the purchase of stock, or 
in misappropriating stock delivered to him 
for a specific purpose. In such cases he 
is guilty of embezzlement. This became 
material in deciding the superiority of 
equities that arises when the broker min- 
gles stock and hypothecates them all en 
bloc, some rightfully and some wrongfully, 
when it is held that the customer whose 
stock is wrongfully hypothecated has the 
superior equity, and is entitled to have 
prior payment to make good his losses, 
providing his stock or its proceeds can be 
traced. 

Briefly, therefore, it is necessary first to 
trace the property of the customer, either 
money or securities. But having done so, 
another difficulty arises, namely, other cus- 
tomers may have been similarly defrauded, 
and their securities or money similarly mis- 
appropriated or converted. Those whose 
property or money cannot be traced under 
the circumstances remain the unfortunates, 
and the conflict of equities lies only be- 
tween those who have been successful in so 
doing. 

As between the latter the court will di- 
vide the claimants into two classes, those 
whose money has been misappropriated, or 
“whose securities have be:n wrongfully 
hypothecated,” and “those whose securities 
have been rightfully pledgec.” “Superior 
rights” are granted the first class of claim- 
ants, and the securities of the second class, 
whose rights are “clearly inferior,” can se- 
cure satisfaction of their claims only after 
those in the first class are made whole so 
far as the specific securities or money traced 
will allow. 











The Art of 
Interpreting Financial Conditions 


By G. C. SELDEN 
X—Iron Production and Prices as a Barometer of Trade 








N the January issue of this maga- 
zine I discussed the general equa- 
tion of supply and demand, using 

the production of pig iron as a rough 
index of supply. have also touched 
upon the iron market in one or two 
other places, in connection with the 
interpretation of different classes of 
statistics. 

The general subject of iron and 
steel orders, production and prices, 
however, demands more attention than 
has yet been given it. The student of 
business conditions can learn much 
from the systematic observation of 
conditions in this field. 

The iron and steel business is funda- 
mental. To a great extent it lies at 
the basis of all the manufacturing in- 
dustries, and its connection with the 
railroads and their prosperity or ad- 
versity is very close. 

The steel business is also vitally af- 
fected by the comparative activity of 
the building industries. Structural 
iron is becoming a more and more im- 
portant item year by year, and the 
number of steel fittings used in ordi- 
nary building construction is con- 
stantly increasing. 

Turning to the diagram in the Jan- 
uary issue, page 195, we see at once 
that in every instance an increase in 
the production of pig iron precedes a 
rise in the plane of general prices, as 
shown by Bradstreet’s Index. Thus 
in the depression of 1903 the low point 
in iron production was in December, 
1903, and the low point in commodity 
prices followed in July, 1904; likewise 
the low in iron production was in Jan- 
uary, 1908, and the low in prices June, 
1908; bottom in iron production Jan- 
uary, 1911, and bottom for prices in 
that period of depression June, 1911. 

At the top of a boom this tendency 
of iron production to precede is not so 


clear. In fact commodity prices and 
iron production seem to culminate and 
turn at about the same time. There 
is not the same regularity here as in 
times of depression, probably because 
in boom times speculation is more 
active, and interferes to some extent 
with the natural movements of trade. 


RELATION OF IRON PRICES TO PRODUCTION. 


Our graphic this month enables us 
to compare the price and production of 
iron month by month for the last 
dozen years. We notice at once a 
peculiar fact, one that would not have 
been expected at first thought. In 
periods of depression the price of pig 
iron lags behind the increase in pro- 
duction of iron; but in the culmina- 
tion of a boom the price leads the way, 
declining considerably in every one of 
the four instances included in the dia- 
gram while production is still main- 
tained at the maximum level. 

The reason for this is undoubtedly 
found in the fact that the extreme high 
prices for iron do not last long, while 
the low prices in times of depression 
last for a year or more. Production of 
iron depends on the demand for it, and 
this demand depends largely on the 
opinions of iron and steel men as to 
the future of prices. Even after the 
demand falls off somewhat, produc- 
tion is likely to continue on about the 
same scale for a time, as producers 
hope that the falling off is merely 
temporary. It is not until they begin 
to see stocks of iron accumulating on 
their hands that they begin one after 
another to abandon hope and cut down 
the scale of their production. 

Thus in the culmination of a boom, 
when in every instance the price of 
iron has risen quickly and fallen 
quickly, iron production continues on 
a large scale ior several months after 
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prices have touched the top and begun 
to decline. 

In a trade depression, however, iron 
drags along at low prices for a year or 


two. Every one has time to adjust 
himself to the situation. Producers 
see that iron is selling close to the cost 
of production, and therefore know that 


it cannot, in the nature of the case, 
fall much lower. Production has 
fallen to very low figures, partly 
owing to the fact that accumulated 
stocks of iron are being worked off. 
When this atcumulation is cleaned up 
a gradual increase of production ap- 
pears, even though prices are still low. 
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Those familiar with the iron trade will 
readily remember, from their own ex- 
perience, that at such times a heavier 
production at low prices precedes any 
on rise in prices. 

t follows from the above that pro- 
duction is the important thing to be 
watched in a time of depression, and 
the price of iron is the most essential 
fact in a time of great activity. When 
the production of pig iron, after a de- 
cline and a period of inactivity (the 
two together usually last a year or 
more), begins to show a decided in- 
crease, we can safely predict the 
course of business for at least a couple 
of years ahead substantially as fol- 
lows: 

) Gradual increase in production 
at low prices. 

(2) Increasing production, accom- 
panied by rising prices. 

(3) Fall in prices; production still 
maintained at high level. 

(4) Further fall in prices, accom- 
panied by sharp decline in production. 


POINTS ABOUT IRON PRICES. 


The fact has often been noted that a 
very sharp advance in the price of pig 
iron, such as occurred in the summer 
of 1902 and in the fall of 1906, is a 
danger signal. Such an advance is 
caused by the inability of steel manu- 
facturers to get iron enough to enable 
them to fill their contracts. Iron is 
consequently forced up to a fancy 
price, which manufacturers could not 
afford to pay continuously. 

This condition always foreshadows 
the culmination of a trade boom; but 
on the other hand it must be borne in 
mind that a more moderate period of 
trade activity may culminate without 
this sharp advance in iron. This con- 
dition was seen in 1909, and again in 
1912. At those times we had fairly 
active and satisfactory business condi- 
tions, without any pronounced boom. 
Hence iron was not forced up to fancy 
prices. 

Another interesting point is this: 
When pig iron prices start to decline, 
after a considerable period of advance, 
there is no salvation except complete 
liquidation. There is no such thing as 
stopping the decline half-way. Prices 


have got to do down close to cost of 
production, and stay there for some 
time, before the trade can begin again 
to build up the structure of activity. 
There is no “short interest” in pig 
iron to cause intermediate rallies. 
When this liquidation is over, prices 
steady themselves at a low level, as in 
November, 1903, to May, 1904; Jan- 
uary, 1908, to February, 1909; July, 
1910, to April, 1911. During these 
periods production in each case showed 
an increase. But prices, before start- 
ing on the upward movement, in each 
instance made a little further decline— 
June to September, 1904; March to 
June, 1909; June, 1911, to March, 1912. 
There is, I think, a sound reason for 
this final slight drop in the price be- 
fore better conditions are inaugurated. 
It means that furnace men, tired of the 
long dullness, push their production a 
little faster than prices will stand. 
But steel men, being now able to see 
better conditions ahead, take the op- 
portunity to do some shrewd buying 
on this final little dip in prices, and 
with improving general business con- 
ditions the surplus production is soon 
worked off into consumption. 
Moreover, prices being then close to 
cost of production, every one realizes 
that no great further drop is possible. 
In two instances, 1904 and 1911, this 
final slight drop in the price was ac- 
companied by a reaction in produc- 
tion. In 1909 the price level not be- 
ing quite as low as in 1904 and 1911, 
there was more profit in the business, 
and production continued to increase 
in spite of slightly lower prices. 


IRON PRODUCTION AND THE MINOR CYCLE. 


The so-called “Minor Cycle,” men- 
tioned in the first article of this series, 
is very plainly marked off by the pro- 
duction of pig iron. Starting from the 
low point of production at the end of 
1903, we have a four year cycle to 
the end of 1907, a three year cycle to 
the end of 1910, and another three year 
cycle to the end of 1913. 

There was really a surprising uni- 
formity in the movements of pig iron 
production during those three periods. 
In each case the falling off in produc- 
tion at the end of the preceding cycle 
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was very sharp. This was closely fol- 
lowed by a rally, which was of con- 
siderable proportions in 1904 and 1911, 
but slight in 1908, when business was 
practically paralyzed by the aftermath 
of the extraordinary panic of 1907. 

This first increase in production was 
followed by a reaction lasting three 
months in each case. Then the gen- 
uine upward movement set in, continu- 
ing until the price of iron had risen 
sharply, and had begun to fall again. 
Then came the final sharp drop in pro- 
duction. 


There is a class of superficial ob- 
servers who are fond of asserting that 
no good can come from the study of 
such statistics as are illustrated by the 
graphic herewith, because the figures 
merely represent past conditions— 
they are “ancient history,” and are 
therefore of no use in foreseeing the 
future, when conditions will probably 
be entirely different from any we have 
had in the past. 

I don’t see how any such man can 
look over this graphic, if he is capable 
of catching its meaning at all, without 
coming to the conclusion that we see 
here the regular evolution of certain 
great forces, resting in their final and 
innermost analysis upon the basis of 
the psychology of mankind acting in the 
mass. 

This is a basis that may sound 
rather intangible to the practical busi- 
ness man, but it is a thoroughly sound 
basis nevertheless. Buyers and sell- 
ers and builders in every line of busi- 
ness can be absolutely trusted to form 
certain opinions under certain condi- 
tions, and to act upon those opinions 
in substantially the same way when- 
ever such conditions are presented. 

This is the underlying cause of the 
minor cycle. Superficial conditions 
will vary, but underneath them the 
same great fundamental forces work 
themselves out over and over again. 
These forces can be seen, understood 
and measured by current statistics 
from month to month. It is the height 


of folly for the business man or the 
investor to stubbornly shut his eyes to 
this, one of the most important factors 
in his success or failure. 

We may admit cheerfully that the 
science of interpreting business and 
financial conditions is still in its in- 
fancy; that until within recent years the 
necessary statistics have not been 
available, or have been inaccurate; 
that there are still, and always will be, 
some factors in every situation that 
cannot be put into the form of figures; 
and that there are charlatans in the 
field whose statistical conclusions are 
worthless or worse. 

But these are objections that can be 
raised against almost every line of 
practical endeavor. Perfection is to be 
found only in the field of theoretical 
mathematics—never in the application 
of principles to practice. But this does 
not destroy the value of the princi- 
ples. In practical business or invest- 
ment we deal always with approxima- 
tions. The great question upon the 
solution of which hinges success or 
failure is always this: How close are 
our approximations? Are they mere 
guesses, or are they near enough to 
serve as a broad general guide to ac- 
tion? 

The majority, in fact 99 per cent. 
of American business men and in- 
vestors today are guessing — some 
rather shrewdly, many very badly— 
at precisely the conditions which are 
spread out for analysis in such a 
graphic as that shown herewith. The 
exact and scientific study of those con- 
ditions is much better than guessing. 


The relation of iron production and 
prices to the stock market is very in- 
teresting. This subject, together with 
the discussion of United States Steel’s 
unfilled orders and the per cent. of 
those orders to iron production, both 
of which are shown on the graphic, 
will have to be postponed to next 
month’s article. 

(To be continued.) 





Public Utility Bonds Versus 
Railroad Bonds 


Their Struggle in the Investment Market; Reasons 
for It and Results 


By Frederick Lownhaupt, Author of ‘‘Investment Bonds," etc. 


VERYONE wants to be on the 
winning side. Even investment 
bankers. As applied to their 

business over the past few years the 


question is whether they stuck to the 
older investment lines, principally rail- 
road bonds among corporate issues, 
preferring to handle such bonds as they 
knew a great deal about, or whether 
they were willing to cast their lot to 
a considerable extent with the younger 


but growing giant of the investment 
world, public utility bonds. 

Public utilities investment is in the 
air. So much has been said lately 
about the railroads and their supposed 
hard plight that it has created strong 
doubts among investors in railroad is- 
sues who do not read carefully. It has 
been the ill wind that blew good to 
some—those who were emphasizing 
the desirability of public utility bonds. 
It has brought out with renewed force 
the arguments that are being ad- 
vanced by investment bankers, that 
many of the bonds on this class of 
corporation are now entitled to com- 
parison with the best issues among 
the railroads. 

With this statement have come the 
facts and figures to show what |the 
relative position of these two classes 
of securities have been over a series of 
years. If there is any doubt in the 


minds of investors as to the present 
position of utility bonds let them see 
what the following tables show. 

Expressed in words the situation is 
just about this; twenty years ago 
bonds of utility companies were hardly 
known, and their stocks were owned 
locally and possessed small earning 
power. Fifteen years ago bonds on 
the best properties in our largest cities 
found a limited number of buyers, and 
the stocks had a narrow market. Ten 
years ago the bonds became recog- 
nized as a safe form of investment, and 
the stocks as a desirable speculation. 
Five years ago the holding company 
greatly broadened the market. Today 
the underlying bonds are bought by 
conservative investors. 

This tells the story as a historical 
development of their position as in- 
vestments. It does not tell anything 
about their comparative growth in vol- 
ume and popularity. Their volume at- 
tests their popularity. There is prob- 
ably no single fact that has contrib- 
uted so much to the change in the 
average return of invested capital as 
the advent of the public utility bond. 
From its brief history it must be ap- 
parent that in its earlier days it had 
to bear a substantial rate of return to 
make it attractive. It was a new kind 
of investment until recently. It was 
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untried. It had every attribute of 
great prospects, but yet had to meet 
the inexorable law of the markets— 
high return for unassured safety. It 
started its career by giving a much 
higher income than really good bonds 
of other classes. Where it has worked 
havoc with the average rate of return 
on good investments is in becoming a 
good investment itself, and yet giving 
practically as much of return as it did 
at the beginning when it was an un- 
tried investment. 

Public utilities have become such a 
public necessity which means stability 
that promoters of such corporations 
have seen their way clear to let the 
investor have his attractive return on 
such bonds. And where the return is 
so good, and the safety likewise, there 
the money of investors will go. This 
is the whole case in a nutshell. Many 
public utilities wanted the capital. 
They bid high for it, and gave rea- 
sonable assurance of its safety. They 
got it. 

Here is the proof of it. It is first 
a table showing the relative receptiv- 
ity of the market for public utility 
bonds and railroad bonds. 


OFFERINGS OF AMOUNTS OF $1,000,000 
AND OVER. 


Periods July 1, 1901-June 30, 1913, 
and July 1, 1911-June 30, 1913. 


Public 
To Yield— Railroad. 


Utility. 
5.50% and over. (000’s omitted.) 
1911- -1913 


None 
$88,101 

5% to 5.50%. 
1911-1913 


26,239 
162,998 


35,735 
100,168 
song to 4.50%. 
1911- -1913 
' Below 4.00%. 


1911-1913 


26,400 


None 


3,559 
None 


$91,933 
$351,267 





Total $335,645 
Total $361,993 


1911-1913 


This table does not include a vast 
amount of new securities that would 
rightfully come into the calculation. 
Giving only the offerings that were 
made publicly, and amounting to a 


million dollars or over, it is evident 
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that many more bonds in smaller lots 
came into the market. However, it is 
an illuminating comment on the rela- 
tive amounts of securities of these two 
kinds, and gives a very fair idea of 
the character of the competition be- 
tween them. When it is considered 
that in the earlier period of two years 
the railroad bonds aggregated almost 
four times the public utility issues, 
whereas in the later period they are 
practically equal, it may be appreci- 
ated what tremendous strides the lat- 
ter have made, and what inroads they 
have made, in the investment market. 
The key to the situation is in the 
bonds yielding from 5 per cent. up- 
ward. Of these the railroads in the 
latter period offered a little over $105,- 
000,000, as compared with over $250,- 
000,000 utilities. 

Investors have been educated up to 
public utility bonds, not as much as 
they might be, but sufficiently to have 
given them a rather well defined idea 
as to their value as investments. So 
long, therefore, as they can get this 
high rate of income, with the degree 
of safety that many of these utility 
bonds embody, just so long will the 
railroad bond and other forms of in- 
vestment, open to the free competition 
of the markets, suffer. The field for 
utilities is practically unlimited. This 
means a continued attractive rate for 
many years to come. The older un- 
derlying bonds may sink a little in in- 
come return by reason of their very 
great seasoning, but the newer ones 
will continue to give above 5 per cent. 
on the average. 

Between the demand of the investor 
for something more than he could get 
on high grade municipals and similar 
railroad issues, and the increasing 
competition for capital all around, 
something had to happen. And it has 
been happening right along in the 
constantly increasing average return 
on various classes of investments, 
which means a constantly falling price. 
When a bond depreciates in price the 
income rises. It takes only a small de- 
crease in price to make a considerable 
rise in income. So while tenths of one 
per cent. do not look large in point of 
income return they mean much in 
price changes. 





34 


For this reason the next table gives 
a very clear light on what has been 
going on over the past few years. The 
relative showing is instructive. It 
shows that the highest grade public 
utility bonds increased their income 
yield a little more than only half of 
what the gilt edged railroad issues in- 
creased. A rise in income of nearly 
four-tenths of one per cent. means a 
tremendous change in price. In this 
table we see what happened in four 
years. It should be remembered that 
these calculations have been made 
from the very highest grade of listed, 
active, utility bond. If prices of any 
of lower grade were easily available 
the utility bond would show up ever 
more advantageously. 


AVERAGE YIELD BASED ON MARKET 
PRICES OF YEAR 1909 AND 
SIX MONTHS 1913. 
1909. 

Government bonds....... 
Public utility bonds 
Industrial bonds 
Railroad bonds 4.08 
Eastern railroad bonds... 4.11 

From all sides we get the evidence 
of the tremendous expansion in utili- 
ties issues put out into the market of 
late years. A straw to show which 
way the wind is blowing, or to return 
to our original figure, which side is 
winning; is the listing figure on the 
New York Stock Exchange? A com- 
parison on this basis is almost unfair 
to the utility bonds since a very large 
proportion of railroad bonds is listed 
on the Exchange, while only a com- 
paratively small amount of the total 
utilities bonds issued in a year are put 
upon the Board. A billion of new util- 
ity securities, both stocks and bonds, 
in the past five years never went on 
the Exchange. To show the situation 
in ten years, however, so far as listed 
bonds go, the table is highly interest- 
ing. 

PERCENTAGE OF VARIOUS BONDS 

LISTED ON THE NEW YORK STOCK 

EXCHANGE TO TOTAL LISTINGS 

OF THAT YEAR. 

(Excluding refunding for old issues.) 
Public 


2% 
6% 


4% 
41% 


THE MAGAZINE OF WALL STREET. 


But if we want to see where some 
of these utility investments go, and 
who thinks well of them, we must look 
at a table showing what the banks of 
the United States have done along this 
line. We know that the banks buy 
conservatively. Their enlarging ab- 
sorption of these utility bonds is 
highly significant. The individual in- 
vestor is the bulwark of the market, 
but such institutional buying as is in- 
dicated in the table is a high factor. 
The table shows the shifting from 
other investments apparently to utility 
issues. So far as the railroad issues 
are concerned there was an actual de- 
crease both in amount and percentage, 
while the opposite condition prevailed 
in utilities. 

It will be seen that in the five years 
covered by the above table the amount 
of railroad bonds decreased from 33.8 
per cent. to 28.3 per cent., which meant 
a reduction of $30,000,000 in amount, 
while the public utility bonds in- 
creased from 10.1 per cent. to 13.4 per 
cent., which represents an increase 
from $466,500,000 to $721,000,000, or a 
gain of about 54 per cent. 

Why should public utility bonds 
have gained such tremendous _ head- 
way in the investment markets? Why 
should they have crowded the old es- 
tablished investments so, and have 
been such a heavy factor in changing 
the whole face of economic conditions? 
We have answered that already di- 
rectly. It was the better income they 
offered. Capital flowing to the point 
of greatest return went there. But it 
would not have done so if there were 
not underlying reasons for soundness 
of these investments. Mining bonds 
yield big returns, but certainly no 
known means could be used to make 
mining bonds popular with investors 
or accepted among the investments of 
a bank, or distributed among the 
thousands of conservative buyers of 
bonds. Return, therefore, is only one 
element. Make it attractive and 
founded substantially, and you have 
just the combination that has made 
the public utility bond what it has be- 
come. 

What is that substantial basis? A 
few facts will tell. Public utility cor- 








PUBLIC UTILITY BONDS VS. RAILROAD BONDS. 


INVESTMENTS HELD BY BANKS OF THE UNITED STATES. 
(From the annual reports of the Comptroller of Currency.) 


1909. 


State Municipal, etc. .............. 
Railroad bonds 
Public service bonds 


1910. 


16.4% 
23.6% 
31.0% 
10.1% 


1911. 


15.3% 
23.8% 
31.7% 
10.9% 


1912. 


Figures represent percentage of the whole investments held. 


porations are reaping the advantage of 
industrial growth and higher stand- 
ards of living, thus enabling them to 
continually expand their earnings. 
This steady tendency toward expan- 
sion of earnings in such enterprises 
arises both from the rapid growth in 
size of cities and towns, and also from 
the broader use of such facilities. Ac- 
cording to the United States Census 
Bureau the urban population in 1910 
was 46.3 per cent. of the total; in 1890, 
36.1 per cent., and in 1880, 29.5 per 
cent. Today it is probably one or two 
per cent. higher than four years ago. 
Yet another reason. A reliable com- 
putation shows that in 1908 the ag- 
gregate gross earnings of 164 steam 
railroads fell 11.89 below the earnings 
of 1907, whereas the earnings of 203 
electric railways were practically un- 
changed, and gross earnings of ten gas 
and electric companies in large cities 
actually made the good increase of 


6.43 per cent. over the previous year. 

Unlike railroads the earnings of 
public utility corporations, as a rule, 
are not affected by business depres- 
sions. This was amply demonstrated 
during the year following the panic of 
1907, when, notwithstanding the gen- 
eral business depression throughout 
the land street railway and other pub- 
lic utility earnings underwent very 
little change, although railroad and in- 
dustrial concerns experienced a great 
falling off in both gross and net. 

The bankers selling public utility is- 
sues are endeavoring to educate the 
public more thoroughly to the buying 
of utility investments. What has gone 
before is sufficient to show the in- 
vestor with what degree of satisfac- 
tion he may contemplate investments 
in this field. 


*Some of this data from testimony before the Inter- 
state Commerce Commission on the rate case. 





GROWTH OF A HUNDRED-DOLLAR BOND ON A 5% INTEREST BASIS. 
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Bond Market Topics 








Will the Railroads Ever Get Much Better 
Prices for Their Bonds? 

Will the railroads ever get much better 
prices for their bonds? For several years the 
railroads and the people who sell railroad 
bonds principally have m talking about the 
depressed state of railroad credit. The rail- 
road men who are arguing before the Inter- 
state Commerce Commission are sounding that 
as a keynote, and the dealers in railroad se- 
curities are doing likewise. As emphasizing 
the condition, they point to the enormous 
amounts of short-term notes that have been 
outstanding, happily being reduced somewhat 
by the more favorable turn in the bond mar- 
ket. It has been believed by a great many 
people, and among them some very good 
students of conditions, that the declining ratio 
of railroad profits to money spent in the prop- 
erties and to — earnings and other things 
has been largely responsible for the condition 
of affairs in the securtiy market for railroad 


Some of the wiser bond men are not blind 
to the effect that all these things have had 
upon the quotation for railroad investments, 
but they are asking a further question. That 
is, whether the railroad securities will ever 
again sell at anywhere near the high prices 
that they commanded several years ago. 

Looki about carefully, they are of the 
opinion that some very great obstructions lie 
in the way to this high position. Possibly 
they will never in see the high plane of a 
few years ago. Not because the railroads will 
be anv worse in the days to come—in fact, if 
they get the rate advances it will be a wonder- 
ful impetus to all railroad improvement—but 
because of the giant competitors in the mar- 
ket for capital, competitors that were mere 

igmies a dozen years ago. 

Holders of railroad bonds and sellers of 


them might as well get the situation as clearly 
as possible in their minds as early as possible, 
that they will henceforth have to reckon more 


and more with that giant in the market, the 
ublic utilities. A dozen years ago railroad 

ds were far in advance in the estimation 

of the investing public. Now the utility bonds 
have come up to a place of almost equal pop- 
ularitv. The truth must be admitted that they 
have crowded railroad bonds in many places— 
not only out but down. Statistics are being 
worked up constantly showing how utility in- 
vestments are increasing all around, and in 
some places railroad investments going down. 


The Rate Case and Bond Buyers. 

One of the hopes of the bond sellers is that 
the railroad rate case will be settled in favor 
of the roads. They have good reason for this 
hope if the relative showing of railroad bonds 
with others is any basis upon which to judge 
the effect that this question has had in the 
market for railroad securities. 


Few investors realize the fact, but it is true 
that many railroad bonds are much better in 
position than they were several years ago. 
This is shown by the figures over this period. 
There is such a hue and cry about the rail- 
roads needing increased rates that the bond 
buyers have taken it to mean in a very large 
extent that they need increased rates to pro- 
tect the margin of safety of their funded debt. 
For this reason, apparently, there has been a 
noticeable softness in the railroad bond mar- 
ket, and the demand that would naturally ex- 
ist under the circumstances that have been 
present for the past three or four months has 
not been marked. 

Comparison of prices of different classes 
of corporation bonds made a short while ago 
show clearly that the demand has been for 
industrial, and public utility bonds, in far 
greater proportions than it has been manifest- 
ed for railroad issues. To be sure, the high- 
est grade railroad issues have had a fair mar- 
ket, but the second rate semi-investment is- 
sues have not had their inning such as they 
would have had had the ‘conditions been 
different. 

This compilation showed the rails have gone 
about only half way between the high and low 
levels of last year, the low grade issues con- 
tributing least of all to the slight rise. Indus- 
trial and public utility bonds made a different 
showing. Three weeks ago they were selling 
on a level of their highest prices of last year 
even though they had suffered a slight loss 
from the high sg of the present year. All 
of which is a clear indication of the investing 
public’s attitude toward securities. 

Bankers say it is a direct reflection of the 
Government attitude toward the railroads. 
They believe that a change of attitude that 
would allow the rates would go a long way 
toward rectifying the present disparity be- 
tween the public regard for railroad and other 
security issues. 


Municipal Issues Still Having Best Market 
in Years. 

When the dealers in municipal bonds found 
the demand for their wares strong and steady, 
a few weeks ago, they proceeded to make the 
best of the situation. They took every ad- 
vantage in sight to make hay while the sun 
shone. They knew that the beginning of every 
big bond market, as the circumstances seemed 
to indicate that was, did not last a great 
while and that while investors took first to 
the high grade bonds, of which municipals 
are representative, they soon would be going 
into the bonds of lesser standing. 

This second part of the programme has not 
begun. The dealers are still selling largely 
the highest grade issues. In fact so great has 
been the demand for this class of security 
that the highest grade railroad issues are 
really scarce in the market. 
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The continuance of demand for the high- 
grade issues has been the harvest for the sell- 
ers of municipals. They themselves have 
been surprised. They hastened to take every 
advantage of the good market a few weeks 
ago, thinking it might not last long. But in 
this they have been agreeably disappointed. 
Instead of petering out, the pull is still strong 
for municipals. Their real market may be 
said to have begun last October when the Fed- 
eral income tax law became a fact. 

The municipal dealers have had the best 
time since then that they have had in several 
years. There is always a demand for muni- 
cipals, but it is something of a constant 
quantity, coming from institutions largely and 
from individuals who like to strengthen the 
character of their investments by including 
some of this kind. A big public market is 
something rare. 

The one that is now in swing in these bonds 
seems to have come as the result of the begin- 
ning of a new bond market plus the fact that 
the municipal bonds are tax free, a consider- 
ation which just now is appealing to those 
who have an aversion to reporting their be- 
longings in the way of investments. 


One Reason Why the Bond Market Does 
Not Boom. 

It has appealed to many observers of the 
investment markets that with the present sit- 
uation in the money markets, the absence of 
excessive speculation in the stock markets, and 
other conditions that make for the betterment 
in the bond market, that things should be bet- 
ter than they are. It is true that the bond 
business has been fairly good over the past 
few weeks coming down from the position of 
very good business early in the year. In 


former times, when money markets were in 
the condition that they are now, there was an 
undertone to the bond market that could not 
be mistaken. It portended a big move over 
the succeeding months. Of course there is 
now a good deal of sentimental obstruction to 
a big market because the stock market has 
been so dull for a long time and because the 
railroads are not sure of getting increased 
freight rates. Bonds, however, should not feel 
the effects of this as much as they are. Where 
else shall we look for an explanation of the 
half strength of the bond business? 

Indications are that individuals are going 
in for bonds more than for quite a while. 
Now while individuals absorb immense 
amounts of bonds in the aggregate, it is done 
in a more scattered way than when some of 
the big institutional buyers get busy. It may 
not have occurred to everybody, but one great 
factor in the bond market over the past years 
has been the withdrawal of the big institu- 
tional buyers to such a large extent. 

The big insurance companies are the prin- 
cipal factors involved. Several factors have 
worked to keep them out of the bond market. 
The greatest, perhaps, is the tremendous in- 
crease in borrowing on policies. Hundreds 
of millions have been withdrawn from these 
institutions which would otherwise have gone 
into bonds. The figures show this. Bond 
holdings have increased slightly while policy 
loans have gone up enormously. Then again 
state laws designed to keep money collected 
by these companies at home have worked 
some of the effects also. The automobile 
craze, loaning on insurance policies, and the 
state laws mentioned, together, have consti- 
tuted the great drag on the bond market that 
has’ kept the bond men hustling to offset. 





that effect. 


human element. 


Hints to Investors 


oo is no such thing as absolute safety notwithstanding statements to 

Some investments are of such a high character that it is 
possible to get pretty near this condition but there is always the 
When you get this, however, you get a very low income. 
To get the former you must accept the latter. 





A NEW bond is very likely to have a considerable period of seasoning 


before its quotation is a reliable index of its position. 
have to do so don’t buy too heavily at the outset of this bond. By 
waiting until it is seasoned you can bring your average cost down. 


If you don’t 





HE value of a collateral trust bond depends to a considerable extent on the 
value of the collateral deposited as security—but not all. If the col- 
lateral is directly or rouge yr A in the control of some interest other 

than the investor the integrity of that party is a big element. 
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How Shall the Business Man 
Invest His Surplus? 


Some Practical Suggestions in Answer to a 
Correspondent’s Inquiry 


DITOR or THE Macazine oF WALL 

STREET: 

Your magazine appeals to me 
because it takes what I call a business- 
like view of the investment business. 
Most other magazines and investment 
publications of all kinds advise their 
readers that not more than 5 per cent. 
or possibly 6 per cent. can be made on 
investments with safety. Now doubtless 
this advice is all right for widows and 
orphans, but it seems to me that a busi- 
ness man of ordinary judgment ought to 
be able to do better than that by select- 
ing the right securities and using rea- 
sonable intelligence about when to buy 
them and when to sell them. 


I have been in the dry goods business 
for fifteen years and I have never failed 
to make my investment in that business 
earn a good deal more than 6 per cent. 
on the average. I do this by always buy- 
ing for cash and selling for cash, tak- 
ing advantage of all discounts, keeping 
my eyes open to pick up bargains when- 
ever I have a chance and making a care- 
ful selection of goods that I believe will 
be popular with my customers. 


I see no reason why the business man 
cannot apply the same principles to buy- 
ing stocks and bonds, and if he does he 
ought to be able to make a good deal 
better than 6 per cent., taking one year 
with another. 


I can see why it is to the advantage 
of promoters and underwriters to culti- 
vate this idea in the minds of the pub- 
lic, that the only thing to do is to buy 
good securities yielding perhaps 5 per 
cent., and then hang on to them. Pro- 
moters and underwriters have securities 
to sell and naturally their advice is for 
people to buy these securities. They 
have no reason for telling people when 
to seli—and I should say the same thing 
would be true to some extent of all the 
bond dealers, 

I don’t see any reason, however, why 
all investment publications should in- 
variably assume that none of their read- 
ers are capable of applying ordinary 
business intelligence to the investment 
business, just the same as they do to 
other lines of business. Certainly the 
same principles must work in buying 
and selling investments as in buying 
and selling anything else. 

I have considerable surplus money 
which has come out of my business and 
of course it increases from year to year. 
I believe you have sometimes stated in 
your magazine that a business man of 
good judgment ought to be able to make 
his money earn 15 or 20 per cent. 
yearly by investing it in good securities 
at the right times. Now, can you give 
me any hints that will help me to do 
this? It appeals to oe as a reasonable 
proposition.—J. S. T 
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We think you are undoubtedly right 
in your views on this subject. Not every 
business man would be able to invest so 
as to average 20 per cent. on his money. 
It would depend on his natural shrewd- 
ness and his knowledge of investments, 
but almost any good business man ought 
to be able to make his money earn con- 
siderably more than the regulation 5 or 
6 per cent. We may be able to make a 
few practical suggestions that will help 

ou. 

(1) Buy only good bonds or standard 
dividend-paying stocks. Investors are 
always tempted to try to make big profits 
by buying the stocks of new companies 
which appear to have excellent prospects 
for the future. While this may some- 
times be done successfully, it is far more 
dificult than making money by buying 
the securities of standard and well es- 
tablished companies at times when prices 
are low, and holding these securities 
until prices are higher. 

(2) Remember that good bonds and 
the best dividend-paying stocks strike 
bottom prices at about the same time. 
Then the bonds usually advance more 
rapidly in proportion than the stocks 
for six months or so, after which the 
stocks begin to move up faster than 
bonds. Bonds reach top prices first, us- 
ually six months or a year before the 
best stocks reach the top. Then bonds 
begin to sag slowly while stocks are still 
going up. After stocks reach the top 
then both stocks and bonds decline to- 
gether until another period of low prices. 

(3) There are two important factors 
controlling prices of securities. First, 
the money market, and second, the 
earnings of the companies issuing the 
securities. The prices of the best bonds 
are controlled almost entirely by the 
money market, as there is never any 
doubt that the interest on these bonds 
will be paid regularly. That is the 
reason why bonds advance more 
quickly than stocks after the bottom 
has been touched. The money market 
becomes easy first, while business is 
still depressed. Likewise at the top, 
money rates rise while business is still 
active and profitable. Hence the 
bonds begin to decline, while stocks, 
depending in part on earnings of the 
-ompanies, are still rising. 


Prices of the best stocks are influ- 
enced partly by the money market, 
and partly by the condition of busi- 
ness. Hence, they advance somewhat 
in price when the money market be- 
comes easy, even though earnings may 
at the time be small. Later they rise 
still more rapidly, after earnings begin 
to improve. When the top has been 
reached, stocks begin to decline be- 
cause of high money rates although 
earnings may still be good. 

There is where the average business 
man makes a mistake in buying and 
selling stocks. He is influenced almost 
entirely by the condition of business, 
and fails to give the money market 
enough weight in forming his opin- 
ions. 

(4) Bear in mind that the stock 
market always discounts future busi- 
ness conditions by six months or so. 
Also remember that statements of 
earnings are always issued several 
months after the earnings were act- 
ually made. For example, the annual 
report of a company may appear about 
October 1, covering business for the 
year ending June 30; but the price of 
the company’s stock at the time will 
represent current business and future 
business so far as it can be foreseen at 
the time. Hence the time to buy 
stocks is generally when business con- 
ditions, as indicated by current reports 
and statistics (always more or less be- 
hind time) are dull, but with better 
prospects for the uture. The time to 
sell stocks is when business conditions 
are active, but money rates are becom- 
ing high. 

(5) Finally, remember the old say- 
ing that “A bull can make money and 
a bear can make money, but a hog 
never can make any.” Don’t wait, 
trying to buy stocks or bonds exactly 
at the bottom. That is a very com- 
mon mistake. If prices are low, and 
there are good prospects of improve- 
ment ahead, it is time for the investor 
to buy, even though there may be 
some further small decline. Or after 
you think the improvement has begun, 
don’t hesitate and wait for “a reac- 
tion.” Many investors do this, with 
the result that they do not buy until 
most of the advance is over. 
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Likewise, when you have a good 
profit in your investments, don’t hang 
on in the effort to get the very highest 
prices. Take your profits while busi- 
ness conditions still look rosy. If you 


could buy at the bottom and sell at 
the top you would think you might 
get too proud for the dry goods busi- 
ness, and in at least 97 cases out of 
100 such an idea is a dangerous error. 








Practical Talks to Investors 


V—Buy Investments That Are Suited to Your 
Requirements 








OME of the worst misfits that can be men- 
S tioned are the bonds that many people 
hold to their requirements as investors. 

It does not seem to have dawned on a lot of 
investment buyers that there is such a thing 
as fitting the investment to the investor. 
There are quite a few dealers who, from lack 
of training and experience, sell many a bond 
to a client because it is a good investment. 
That would be all right if exchanging the 
money of the investor for some reasonably 
safe security were all that should be sought. 
But it is not. And it certainly is not fitting 
the investment to the investor. It is a case of 
making a misfit. The investor is satisfied be- 
cause he knows he has a safe investment, but 
if he were wise enough in the art of invest- 
ment he would see some marked incongruities. 

An illustration of this misfitting of invest- 
ments has been made in a recent book in this 
wise: A country doctor could use a six-cylin- 
der, three-ton, touring car to make his rounds 
just as a man in active business could buy 
yon or municipal bonds yielding him 

per cent. income, but in each case there 
would be a shocking waste. The doctor needs 
a little runabout costing one-fifth what the 
big car costs to operate, and the business man 
should get 5 per cent. or more on his in- 
vestments. 

This sounds like an extreme illustration, 
but it is not so far from presenting the actual 
situation in hundreds of cases of investment. 
Few investors realize there is such a thing as 
scientific investing. Few bond dealers are 
expert at it themselves. Yet if the investor 
will give the dealer a chance to work out some 


reasonably sensible schedule of investment 
there is chance of coming nearer than other- 
wise. 

The average investor makes the mistake of 
getting too much safety in his investments. 
That is to say, no group of investments can 
be too safe, but there can be too much safety 
in a group of bonds by holding four out of 
every five to yield only a very low income. 
The proper arrangement of an investment 
gives the element of safety a large place, but 
not so large that it lops off a big slice of in- 
come needlessly. 

It is a fact that two-thirds of individual in- 
vestors are now holding too many of the ul- 
tra-conservative bonds. This comes about 
from the fact that this two-thirds are people 
in active business or with a constant income 
and are of the kind that can properly take 
possibly 1 per cent. more on the average 
from their investments than they are getting. 
Where the dealer wants to sell and the in- 
vestor wants to get too much safety there is 
usually such a situation arises. 

A real fitting of the investment to the in- 
vestor does not take big account of his whims 
or fancies—it adheres strictly to the business 
question of his position and how high an in- 
come he can afford to take and how large the 
element of risk can enter into his commit- 
ments. Figure it out for yourself where you 
stand in this respect and then get your banker 
to lay out a combination of bonds that suits 
such a situation. You will then get something 
near the right amount of income your money 
is entitled to. It is small enough at any rate 
—why waste it needlessly? 




















How To Avoid Fraudulent Stocks 


Practical Points for the Small Investor 
By ARTHUR PRILL 








[Mr. Prill through his official and other positions has had a very wide experience to qualify him 


especially to discuss this subject. His earlier series on the selection of safe mining stocks was 


widely appreciated.—Editor.] 


First Article. 


N order to be able to always recognize 
the stockswindler we must first un- 
derstand him. If we get his point of 

view we will be able to see through his 
tricks. Methods of fraudulent security 
flotation have been refined by the clever- 
est crooks in the world to a semblance of 
such plausible honesty that bankers of 
good reputation have been taken in. The 
successful operations of the swindlers 
aggregate, according to Postal Depart- 
ment authorities, many millions of dol- 
lars a year. It will certainly pay the 
average investor to give the subject 
serious study. He may not always be 
able to put his finger upon an issue and 
say, “This is fraudulent,” but he must 
train his judgment to decide upon undue 
risks. He will then often say: “I’m not 
certain that this is a swindle but it does 
not look just right. I had better avoid 
possibility of loss by turning to some- 
thing in which my capital will lie absol- 
utely secure.” There are plenty of 
honest, profitable issues always on the 
market. 

Selfevidently, the sellers of fake secu- 
rities are persons of limited morality but 
there are good-hearted people in the 
world who can hardly realize how com- 
pletely most of these fakers bow to the 
principle, “Anything—to get the money.” 
Just for one example let me mention the 
case of the promoter of a certain Oregon 
“Apple Orchard.” His brother in law 
erected a shack on the ground, imper- 
sonated a Methodist minister and so 
suavely mingled horticultural and spir- 
itual advice that the promoter had no 
difficulty in floating about thirty thousand 
dollars in “Co-operative Corporation” 
stock among the scattered Methodist 
flocks of the Pennsylvania anthracite 


regions. Many of his dupes were 
women ; all had been led to believe that 
as soon as the “corporation’s” profits 
attained a certain volume, the stock en- 
titled holders to dream the end of life 
away under the green leaves of a wonder- 
ful Oregon orchard. The promoter had 
been careful to select buyers who knew 
nothing of fruit trees. They ultimately 
learned that the ground in which they 
had acquired rather doubtful rights was 
harder than their own coal seams at 
home. 

“Good Salesmanship” is the foundation 
of the faker’s success. It is a pity that 
the best force of honest business can be 
prostituted to fraudulent purposes. The 
matter is not to be deplored but to be 
fought against and made unprofitable. If 
all potential investors could be educated 
to a recognition of fraud, there would be 
no more buyers of fraudulent stocks and 
the business of creating them would 
automatically cease. 

Salesmen of worthless securities early 
realized that their goods must first of all 
be dressed out in a manner to attract 
the custom of the class of buyers to whom 
they appealed. The promoter argued 
correctly that if a stranger asks the aver- 
age man in city street or country store to 
examine an investment offering fair 
profit with reasonable risk, the man ac- 
costed will decline to look at the proposal. 
But if the stranger shouts at the top of 
his voice, “Here is the Most profitable 
thing in the world—and it’s absolutely 
without risk,” many will listen and quite 
a few, who were born at the right minute, 
will bite. Let us take up some concrete 
cases which have landed the money and 
see how worthless offerings have been 
given attractive appearance. 

Readers of the “Magazine of Wall 
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Street” are of course above the influence 
of “private information” to the effect 
that J. P. Morgan, Jr., Baron Rothschild 
and the President of the New York Stock 
Exchange are planning to acquire con- 
trol of “Ely Circular” stock and that the 
promoter of this humanitarian corpora- 
tion is nobly refusing millions in order to 
give the humble small investor the op- 
portunity of his life. Similarly we will 
omit analysis of the Mexican mine— 
“bearing riches to which the glories of 
the Arabian nights were but the glitter 
of the pawnshop and to which the sheen 
of all the gold of Solomon was as the 
glimmer of the glow-worms in the pallor 
of the dawn.” Even the proverbial 
widow who falls for that bunk might as 
well lose her money right away and get 
it over with. 

There is, however, another type of 
financial argument which at first glance 
seems to offer exact duplicates of the 
best securities vouched for by our biggest 
banking houses. The travelling salesman 
or the letter from the faking broker’s 
central office dwells on sound investment 
principles, and the nigger can not be 
extracted from the stock pile without 
special inquiry and much thought. 

THE SWINDLER’S OPENING MOVE. 

The promoter begins by brazenly stat- 
ing that his firm handles no construction 
or promotion propositions. He announces, 
“The securities of those companies only 
are considered which have demonstrated 
their earning capacity by successful oper- 
ation for a substantial period of time.” 
Free use is made of such catchwords as 
"Safety of Principal,” “Income Yield” 
and “Broad Market.” Usually “the facil- 
ities of an experienced and conservative 
banking house” are also courteously ex- 
tended and the prospective client is as- 
sured that deposits will be “accepted” 
from him, “subject to draft and allowing 
interest on daily balances.” Later in the 
game the come-on learns that the only 
draft likely to be honored is that of a 
Postal Inspector and the only balance 
available is on the wrong side of the 
Receiver’s books. 

Such “bankers” are also likely to ask 
some or all of the following six questions: 

1. “What rate of interest do you de- 
sire?” (A four per cent underlying Penn- 
sylvania bond may first be spoken of, but 


hints are certain to be thrown out that 
overconservatism is foolishness and that 
seven or eight per cent. plus vague in- 
crements are obtainable “if one only 
knows where to look for them.’’) 

2. “For what period of years do you 
wish your investment to run?” (The sug- 
gestion being that any funds turned over 
to this party are as certain to come back 
as the calendar leaves must turn.) 

3. “What class of investment do you 
prefer?” (Explanation is vouchsafed as 
to the relative merits of stocks, bonds, 
notes, and railway, industrial, municipal, 
mining and irrigation “securities.” The 
strongest arguments are likely however to 
center on the particular type of paper 
which will later almost be forced upon 
the buyer.) 

5. “Do you own any securities which 
you would consider exchanging?” (This 
will be made to sound like “New lamps 
for old,” but can only result in the ex- 
change of whatever good securities the 
investor possesses for those which the 
stock salesman wants to get rid off.) 

6. “How large an investment are you 
contemplating?” (The ultimate object of 
the question is ascertainment of how 
large your savings account may be or at 
least from how much of it you can be 
pried loose.) 

All queries of this type are copied from 
the work of high-class houses, give an 
impression of sincere interest in your 
financial welfare and will lead astray 
anyone who yields to the first smooth 
words. It is only gradually and delicate- 
ly that the expert floater of fraudulent 
stocks lets his real desires appear. 


THE FOLLOW-UP. 


When such a salesman has achieved an 
effect of respectability, sees that he has 
succeeded in conveying an impression of 
honest dealing along eminently safe lines, 
and has learned somethng of the pros- 
pect’s financial situation, his next step is 
to gain that prospect’s personal good 
will. The amount likely to be obtained 
from the investor will govern the ex- 
pense to which the seller will go in ac- 
quiring a footing of friendship. This 
will vary, from a cigar which you may 
smoke and forget, to a year’s campaign 
for your widow’s hand—in which case 
you may smoke, but it you know anything 
about it you will not forget. Why not 
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explain a few things to your wife and 
daughter Now? 

Personal ingratiation having reached 
a proper stage, the attack becomes direct. 
However phraseology and circumstances 
may vary, the method of presentation will 
follow lines something like this: 

“As you are a careful and capable 
student of values I ask you to give care- 
ful consideration to our offering. I de- 
pend wholly upon your own judgment as 
to the merit of the facts which I want to 
lay before you, but these facts speak for 
themselves. 

“Our proposition is a preferred stock 
which has paid dividends regularly from 
the day it was issued. According to the 
corporation’s last report, earnings for 
the fiscal year in question were five times 
ihe amount required to meet regular 
disbursements on this issue. It is prefer- 
red both as to dividends and as to assets 
and is cumulative; that is all dividends 
due on this Preferred Stock in which you 
are investing, must absolutely be paid 
before the directors and principal owners 
can collect one penny on their common 
stock. Your Preferred is also entitled 
to share equally with the common in any 
distribution of earnings after the common 
has received six per cent. The latter now 
earns about eight per cent, which means 
that Your Preferred will receive consid- 
erably more than the seven per cent to 
which it is ordinarily entitled, rain or 
shine. 

“Our records prove that all these 
earnings are constantly growing larger 
and conditions under which this corpora- 
tion does business are such that they 
make for ever increasing security and a 
maximum financial return on Your in- 
vestment. This stock combines to an ex- 
ceptional degree the qualities of an ideal 
and sound investment.” 


THE ARGUMENT HOLLOW. 


_ No argument could sound more attrac- 
tive; its fallacy is in its lack of genuine 


proof. Of course the statements which 
the salesman makes are backed by printed 
reports and figures, among which dollar 
marks are liberally scattered. Figures 
will be laid before the prospect in any 
quantity desired. Ask—‘‘Whose figures 
are these? What accountants have gone 
over them? How can I, who am dull and 


slow at figures, make certain of the ab- 
solute accuracy of these figures?” 

If there is a way of gaining such cer- 
titude, the salesman will not only know it 
but will gladly lead you to it. His firm’s 
references will be of a kind which bears 
painstaking investigation and such inves- 
tigation every investor MUST make Be- 
fore buying. If you have not enough 
money on hand to make the trouble seem 
worth while, then wait until you have 
enough. It was mighty hard to earn and 
put away that little account of yours. 
Don’t be afraid that the salesman will 
smile at your overcautiousness. If he is 
honest he will respect your method, but if 
he fails to return after you have shown 
that you are actually investigating, thank 
your stars. 

Note in the above skeleton of a pro- 
spectus that the argument begins with 
more or less delicate flattery. Then it im- 
mediately assumes facts. 

It is childishly simple to make up a set 
of books covering five or six years of any 
corporation’s supposed operation. The 
promoter can for from ten to a hundred 
dollars buy up such rights as may exist 
to the complete stock issues of the de- 
funct company of his choice. In the 
case in question a new company is not 
formed because the promoter is too wise 
to give later-awakened suckers any prov- 
able hold upon him. He takes a corpora- 
tion that really has existed for the num- 
ber of years desired. He then destroys 
all genuine records and substitutes the 
set of books manufactured to bear out his 
statements. Whatever any one may 
think, it will be practically impossible to 
prove in court that these records are 
fraudulent. 

Fortunately these geniuses of faked 
finance are invariably gifted with a too 
exuberant imagination. If the investor 
is accustomed to read carefully the pro- 
spectuses of our big banking houses and 
brokers of long established reputation, 
he will detect false notes in the fraudul- 
ent work. It is overdone in spots ; usual- 
ly in the promises of future dividends and 
increment of market value. 


THE ONLY SAFE WAY. 


Therefore the remedy for the detec- 
tion of this type of fraud is threefold: 
1—Keep in touch with actual occurrences 
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in the country’s finance. Read a good 
stock market page regularly; subscribe 
for a New York daily paper which gives 
Wall Street news fully. Even if this 
reaches you a week late its utility is not 
thereby impaired for you as an investor 
whatever the effect might be for a specu- 
lator. Thus you will get the habit of 
correct financial thinking. 

2—Study what particular class of in- 
vestinent suits your situation and tem- 
perament. Do not try to know the whole 
field. Even the late J. P. Morgan made 
his money by using partners each of 
whom was a specialist in one line of fin- 
ance. In the course of time you can 
make inquiries of a hundred firms as to 
the class of securities in which they main- 
ly deal. Select four or five of these and 
let them send you their announcements 
regularly. There is no harm in dividing 
your business among them and you will 
then be practically certain to miss no 
thing essential. 


3—Get on confidential terms with your 
home banker, some official of the institu- 
tion to which you ordinarily entrust your 
savings or drawing account. You spend 
many a cigar and dinner on chance ac- 
quaintances and on business possibilities 
which never amount to anything. Put a 
little of that time and money into the 
good will of this banker. Get his advice 
every time you are about to take up a 
bond or block of stock. Let his decision 


‘be final whenever he doubts the safety of 


the investment. Then you can hardly 
make one mistake in a thousand ventures 
and the other nine hundred and ninety- 
nine will make up the loss and leave a 
profit. 

The next chapter of this article will 
take up specifically fraudulent mining 
stocks. The subject is hackneyed but the 
fundamental facts are rarely touched up- 
on and are as interesting as the business 
itself. It is a business that can be made 
to Pay. (To be continued.) 








Discussing New Haven’s Affairs 


A Brief Argument Suggested by the Comparative Strength 
of the Stock Between 65 and 70 








AM becoming convinced,” said a mar- 
ket observer, “that it is time to go 
long of New Haven for a consider- 

able pull. While everybody has been predict- 

ing 50, 60 and 40 for the stock, some one has 

been holding the bag between 65 and 70. 

This some one must have a lot of money to 

take all that has been offered around these 

prices, including 5,000 shares sold for the 

Aetna Insurance Company. I am told that 

the principal buying has been by William 

Rockefeller. 4 — of 4 + + pene of 

company, is a big and very operator an 

it is said that he has bought the stock all 
the way down from par.” 

“That’s not necessarily a bull argument,” 
replied a gentleman who has made a close 
study of New Haven’s affairs. “The fact that 
Mr. Rockefeller has bought may not be very 
important, even though it prove true. He 
may not be a good judge of values. I have 
reason to think he is not a good speculator, 
and New Haven is a pure speculation. Pos- 
si he and some other directors formed a 

to sustain New Haven after its collapse 
fall—to save their faces, perhaps. 

Shouldn’t be surprised if this stock would 


66 


be peddled out whenever the market would 
take it.” 

_ “A lot of it was peddled out the first time 
it went from 65 to 78,” replied the first 
speaker. “There was one lot of 10,000 shares 
that had to be sold and the shorts were used 
to help lift prices so that this. could be ac- 
complished. On the decline from 78 down 
there were many signs that this sort of sell- 
ing was going on. But the buying has been 
better than the selling or the stock would 
not have been sustained between 65 and 70.” 

“But you must remember that 3,500 new 
shareholders with an average of 50 shares 
each or less have been added to the stock- 
holders’ list during the past year. They are 
not necessarily well informed buyers. True, 
the stock sold at 142% in 1912 and looks 
comparatively cheap now, but is not this idea 
one of the most captivating and elusive in 
speculation ?” 

“It is, and I have no doubt that these buy- 
ers are following the old precept ‘Buy when 
nobody wants it,’ and certainly nobody wants 
New Haven nowadays. Reasoning from a 
financial point of view, I do not see how New 
Haven can pull out of this hole for several 
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years. A well-informed banker tells me that 
$100,000,000 has vanished by reason of the 
exorbitant prices paid for trolley lines and 
other subsidiaries. If return on the invest- 
ment is any indication, these figures are 
probably not exaggerated. Technically speak- 
ing, the stock is too high on its prospect of 
no dividends, but it is too low on the amount 
of absorption that has probably taken place 
and the scarcity of the stock. i tried to buy 
300 shares the other day when it opened at 
683% and couldn’t get it at less than 69%. 
Since then it has sold well above 70, and 
there is no stock pressing for sale. The bad 
news is all out and everybody that wanted 
to sell long or short has sold.” 

“Probably true,” said the student, “but 
good and bad news, or rather its anticipation 
by insiders, affects or produces fluctuations ; 
it does not make values or even prices in 
the long run. I adhere to the late Charles 
H. Dow’s dictum, ‘Earnings make values and 
values make prices.’ Personally, I am un- 
willing to buy New Haven at 70 because 
prospective earnings will not, in my opinion, 
enable a dividend of even 4 per cent. to be 
paid, in justice to the property, for several 
years.” 

“You are no doubt right,” said the ob- 
server, “but as I judge the stock more by its 
technical. position than its intrinsic value, I 
should say that if business in New England 
picks up and the company earns something 
on the stock (whether it pays it or not), the 
price will recover many points on the basis 
of the large short interest which undoubtedly 
exists. And I hear that business in New 
England is beginning to pick up.” 

“I do not think that any higher gross earn- 
ings that this company will be likely to get 
from the New England section—already built 
up and develoned far closer to its limit than 
the rest of the country—will be of material 
advantage to the New Haven in the future,” 
said the student, “accompanied as it must be 
by tremendous expenses for replacement of 
bridges and other improvements long neg- 
lected.” 

“Well, perhaps you can answer this ques- 


tion,” remarked the observer: “As the New 
Haven’s investments in trolleys and other 
railroad companies net the parent company 
less than 3 per cent., and as large amounts 
of capital have been borrowed to finance 
these purchases, is not a sale of these sub- 
sidiaries a bull argument? Will it not put 
the New Haven long of money which can be 
used to improve the property, or reduce its 
debt? In the latter case, will not this re- 
move a considerable portion of the fixed 
charge ahead of the common stock and leave 
the way open for dividends * 

“I do not think so,” replied the student. 
“It seems to me the subsidiaries have been 
crowded to make a showing of dividends on 
the inflated prices at which they were pur- 
chased. The New Haven has actually loaned 
them money with which to pay dividends. 
This sort of thing must now stop and neither 
on legitimate earnings from continued owner- 
ship, nor by the use of money obtained from 
the sale of subsidiaries, can New Haven get 
a return in the future equal to its manipu- 
lated book credits under the style of ‘other 
income’ from these same subsidiaries in the 
past. Now, here is a question I would like 
to ask you: Wouldn’t it pay the Pennsyl- 
vania Railroad Company to buy control of 
New Haven around 70, even though it be 
worth only 30 or 40? Pennsylvania’s pur- 
chase of Long Island has never justified by 
direct returns the price which Pennsy paid 
for its control.” 

“Well, I don’t expect to see anything of 
that kind in the way of new railroad control 
for some years to come,” was the reply. “As 
the Rockefellers said when they turned down 
the Missouri Pacific proposition, “The control 
of a railroad nowadays is a liability, not an 
asset,’ and the only changes of control which 
I look for until the railroad situation bright- 
ens to a very marked degree is a relinquishing 
of control now held in certain quarters. 
Meanwhile, what shall we do about this New 
Haven? Will you buy it at 69% in the hope 
of selling it at 78 to some one who is short?” 

“No,” said the student, “I don’t want any 
New Haven in mine.” 











Southern Pacific 


Its Record and Possibilities 
By ROBERT S. DANA 








[This is one of a series of thorough analytical railroad studies that will appear 
‘ from time to time discussing some railroad property in which there is large public 
? interest. Mr. Dana is well qualified in this work by broad experience.—Editor.] 


HE Southern Pacific Company is a 
Kentucky corporation, organized 
in 1884 as a holding company, 

and made up of numerous railroad units 
which together form a continuous line 
extending from New Orleans westward 
to the Pacific Coast and thence north- 
ward through the States of California 
and Oregon. The most important of 
these units are: 

Central Pacific Railway, owning 2,169 
miles of road; Galveston, Harrisburg & 
San Antonio Railway, owning 1,338 
miles of road; Houston & Texas Central 
Railroad, owning 789 miles of road; 
Oregon & California Railroad, owning 
674 miles of road; Southern Pacific 
Railroad, owning 3,198 miles of road. 

The company owns a line of steamers 
which ply between Galveston, New Or- 
leans, Havana and New York and also 
large interests in oil, lumber and electric 
railroad companies. The company holds 
a controlling interest in the Pacific Mail 
Steamship Company, and within the last 
few years has constructed over 1,000 
miles of railroad in the western part of 
Mexico. 

Particular attention has recently been 
drawn to the Southern Pacific Company 
on account of its forced separation from 
Union Pacific control, by decree of the 
Supreme Court of the United States, and 
the possibility of its being obliged to re- 
linquish ownership of the Central Pa- 
cific, an important subsidiary, if such 
ownership is proved to be in violation of 
the Sherman Anti-Trust Law. In view 


of these facts and possibilities, the ques- 
tion naturally arises as to whether the 
company will be able to maintain its 
earning power and to continue the 6 per 
cent. dividends upon its capital stock. As 
the future can best be judged from the 





light of the past, a review of the prog- 
ress of the company for a period of ten 
years will be given. 


ITS TERRITORY AND TRAFFIC, 


The eastern and western parts of the 
Southern Pacific System are located in 
exceptionally good and rapidly develop- 
ing sections. Both California and Texas 
are among the leading States of the 
Union as producers of agricultural and 
mineral wealth. The population in these 
two States increased from 4,533,763 in 
1900 to 6,274,091 in 1910, or over 38 
per cent. 

As the country increases in wealth and 
population, the traffic of the railroads 
serving it will naturally increase. In the 
ten years from 1904 to 1913, inclusive, 
the total revenue tonnage increased from 
18,509,089 tons to 31,642,587 tons, or 
70.9 per cent., while the mileage operated 
increased from 9,025 to 10,310, or 14.2 
per cent. The character of the tonnage 
is unusually well diversified, which is an 
excellent feature and makes for stability 
in earning power. The freight earnings 
per revenue train mile during the ten 
years increased from $2.82 to $4.33, 
while the average distance each ton was 
carried decreased from 277 miles to 222 
miles. This latter item indicates an in- 
crease in local traffic due to the growth 
and development of the territory served. 


TRAFFIC STATISTICS. 

In the table herewith, the most impor- 
tant traffic statistics are given in order 
to show more clearly the development of 
the company’s business during the past 
ten years. 

The “density” figures indicate the vol- 
ume of business passing over the com- 
pany’s lines, and in the one case repre- 
sent the number of tons of freight car- 
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Year Freight 
June 30. Density. 
are 591,423 
aa * 600,738 
RSS ar 678,481 
Side aede neds ep 735,168 
eh sacdvébannd 682,114 
RES errs 629,087 
, Seer 678,797 
ere 612,443 
See 615,843 
eer 681,729 


Average Ton Mile 
Passenger Train Load. Rate. 

Density. (Tons. ) (Cents. ) 
123,953 325 1.01 
126,459 341 1.04 
134,887 383 1.02 
147,959 380 1.10 
163,045 403 1.09 
151,432 460 1.15 
177,165 476 1.16 
175,332 474 1.17 
173,222 456 1.17 
172,055 461 1.12 





ried one mile for each mile of road, and 
in the other the number of passengers so 
carried. Although the volume of freight 
business has not again reached the high 
total of 1907, the growth during the ten 
years has nevertheless been substantial. 
The passenger business has shown a sat- 
isfactory increaae, while the increase in 
the average train load during the decade 
is especially worthy of note. Freight 
rates have, meanwhile, advanced mod- 
erately. 


efficiently at a somewhat lower average 
ratio than roads in the Eastern section. 
The company has appropriated on the 
average a little more than 27 per cent. of 
gross earnings for maintenance of its 
property, and that this amount has been 
sufficient for proper upkeep is evidenced 
by the fact that the conducting transpor- 
tation expense ratio has tended to de- 
cline, being over 3 per cent. lower in 1913 
at 33.4 per cent. than it was ten years 
earlier. 





EARNINGS. 
Year 

June 30 Gross Net. Charges. Surplus. 

eae $86,910,506 $28,624,365 $22,681,729 $8,878,483 
Sn owen dadens 89,403,632 30,873,617 21,384,759 12,431,973 
, ree 99,123,550 36,370,779 21,167,404 19,192,647 
ee 117,331,812 43,700,438 21,502,066 27,698,593 
ere 113,872,456 37,866,962 22,849,588 19,893,473 
chon vdse%e 110,862,408 43,670,534 23,490,125 26,879,403 
ee 124,451,647 50,937,613 27,181,481 35,463,218 
Ba Vainsen tetas 121,644,025 47 122,365 27 973,496 26,117,207 
Se 120,136,820 44,484,714 31,939,366 21,698,845 
inenadnes ns 130,191,510 48,056,401 34,580,466 26,867 807 





The figures in the above table mark 
the progress and development of the 
company during the period under review. 
The gross earnings, which are those of 
the rail lines only, increased almost a full 
50 per cent. in the ten years, while the 
surplus, owing to the increased cost of 
labor and materials among other things, 
has not again reached the high mark set 
in 1910. This surplus is the balance re- 
maining after all taxes, interest and other 
charges have been satisfied, plus all net 
income from other sources, including 
that from water lines. 

Southern Pacific, in common with 
other large Western systems that occupy 
established territory, is able to operate 


Another mark of efficiency in opera- 
tion is the train mile revenue. This rep- 
resents the earnings of revenue trains on 
a mileage basis and is obtained by divid- 
ing gross earnings by the number of 
miles run by revenue trains. In 1904 
train mile earnings were $2.37. In 1913 
they were $2.97, an increase during the 
ten years of 60 cents, or 25.3 per cent. 
Train mileage had increased meanwhile 
by 22.6 per cent. The smaller propor- 
tionate increase in train mileage indi- 
cates better train loading and hence 
higher efficiency. These ratios are all 
the more pronounced when freight train 
mile earnings are considered separately. 
In this instance the increase in earnings 
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is 53.5 per cent. for the ten years, while 
the freight train mileage has actually de- 
creased 10 per cent. The rapid develop- 
ment of local passenger traffic has in- 
creased the passenger train mileage very 
considerably, and has kept the passenger 
train mile earnings at the level of ten 
years ago. It will be seen, therefore, 
that increased earning power has very 
largely been due to the development of 
freight traffic and the greater efficiency 
in handling it. 

The following balance sheet shows the 
financial condition of the Holding Com- 
pany as it stood on June 30, 1904, and 
again on June 30, 1913: 
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total combined liabilities were $1,299,- 
180,510, leaving a profit and loss surplus 
of $169,217,170. The funded debt of 
the Proprietary Companies as of June 
30, 1904, stood at $310,656,584. As of 
June 30, 1913, it totaled $446,243,892, 
an increase of $135,587,308. Of the 
amount outstanding in 1913, the South- 
ern Pacific Company owned $50,829,000, 
while $12,907,000 additional was held 
either by the companies or in sinking 
funds. 


ADDITIONS AND BETTERMENTS 


During the period covered by this re- 
port a great deal of money has been 





BALANCE SHEET. 


Stocks and bonds owned........ 
Other capital assets............ 
I. i one Wein 018 ¥ we bes 
Deferred assets.........cceee0: 
Proprietary Companies.......... 
Contingent assets.............. 


ee ee 


LIABILITIES. 
ER Wine bactedsiciasers 
a ee 
Current liabilities.............. 
Deferred liabilities............. 
Proprietary companies.......... 
Contingent liabilities........... 
IE INE Tacs cece cc ccccdece 


The ten-year period has worked a 
great change for the better in the finan- 
cial condition of the company. The 
most striking changes to be noted are: 
(1) the increase in capital assets of near- 
ly $300,000,000, as inst an increase in 
capital liabilities of but little more than 
$178,000,000; (2) the excess of current 
assets over current liabilities of more 
than $10,000,000 in 1913, as against an 
excess of current /iabilities over current 
assets of more than $13,000,000 in 1904; 
(3) an increase in profit and loss surplus 
of nearly $66,000,000. As of June 30, 
1913, the combined assets of the South- 
ern Pacific Company and Proprietary 
Companies totaled $1,468,397,680; the 





1904. 1913. 
$266,180,988 $399,721 ,592 
3,659,762 170,039,954 
23,767,261 39,888,859 
29,167,208 2,490,518 
16,340,875 21,909,210 
4,470,069 7,650,702 
$343,586,163 $641,700,835 

1904. 1913. 
$197,849,259 $272,672,405 
61,690,500 165,581,910 
37,118,514 29,180,087 
561,679 4,280,511 
29,268,192 75,238,708 
7,100,825 18,798,510 
9,997,194 75,948,704 
$343,568, 163 $641,700,835 





spent upon the property in the form of 
additions, betterments, new construction 
and equipment and the acquisition of 
real estate and other property. The 1913 
annual report stated that the Southern 
Pacific Company was carrying advances 
of this character, previously made to 
its controlled companies, amounting to 
$131,222,989, against which no securi- 
ties have been issued. 


DIVIDENDS AND SURPLUS. 
During the ten years ending June 30, 
1913, the company accumulated a sur- 
plus available for dividends amounting 
to $225,121,649. Out of this fund the 
stockholders have received a total of 




















$124,410,197, a portion of which was 
paid upon an issue of preferred stock 
which was subsequently retired. Divi- 
dends were begun on the common stock 
in 1906 at the rate of 5 per cent. per an- 
num, being advanced to 6 per cent. a 
year later. The latter rate has since 
been maintained. It was the Harriman 
method to build up a property out of 
earnings until it reached a high state of 
efficiency before permitting a cent to be 
paid out in dividends. The notable rec- 
ord of the Southern Pacific emphasizes 
the wisdom of this policy. 


COM MENT. 

In the foregoing, the operations of the 
Southern Pacific Company have been 
discussed as a whole, and it has been 
shown how the property has been built 
up and the company advanced to a po- 
sition of high credit and standing 
through able and efficient management. 
In the paragraphs next following, some 
of the longest links in the chain will be 
considered as units to show their relative 
importance to the system as a whole. 


PER MILE GROSS EARNINGS. 

In the following table, the figures giv- 
en have been reduced to a per mile basis 
in order that a better means of compari- 
son may be obtained: 


Year Total Central 
June 30. All Lines. Pacific. 
Setes chueneaee $9,630 $15,373 
eee 9,784 16,276 
See Sebeke oe howe 10,784 18,412 
REPS 12,481 21,620 
Pbivtecuéccenes 11,945 21,256 
SEES cindisig dit ie te 11,515 19,744 
ES PP eee 12,769 22,117 
PEs 12,160 20,294 
anise chaceek 11,932 15,067 
eat tnsceneut 12,494 15,622 


It cannot be denied that from the 
standpoint of earning power, the Cen- 
tral Pacific forms a very important part 
of the Southern Pacific system. The 
sudden drop of over $5,000 per mile be- 
tween 1911 and 1912 was due, not to de- 
creased earning power of the main line, 
but to the acquisition of some 700 miles 
of light traffic producing lines. Had the 


SOUTHERN PACIFIC. 
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mileage remained the same as in 1911, 
the 1913 figures would have approximat- 
ed those of the former year. It is the Cen- 
tral Pacific, with its Eastern terminus 
at Ogden, Utah, which gives the Union 
Pacific its entrance into San Francisco, 
and this connection also affords the 
Southern Pacific a more direct line for 
its through Eastern freight. The traffic 
on this part of the system is therefore 
heavy. Owing to the preponderance of 
through traffic, this particular property 
is operated at a relatively lower ratio 
than the system as a whole. Mainte- 
nance expenses will average to consume 
about 26 per cent. of gross while the 
cost of conducting transportation will 
average a little over 31 per cent. Fixed 
charges in 1913 were equivalent to about 
33 per cent. of gross earnings, or about 
71 per cent. of total net income. 

The longest and most important link 
in the system is the Southern Pacific 
Railroad. Its lines traverse California 
from Sacramento southward, and then 
turn east, crossing Arizona and New 
Mexico to the Texas line. It has shown 
the very gratifying increase in earnings 
during the decade of over 40 per cent. 
Maintenance charges will average some- 
what higher than on the Central Pacific, 
being about 27 per cent. of gross, but 
transportation costs are lower, averaging 





G'lv’st’n 
H’rsb’g' Houston 
& San & Texas Oregon Southern 
Antonio, Central. &Cal. Pac.R.R. 
$7,788 $7,536 $6,412 $10,579 
7,781 7,568 6,539 10,341 
7,529 8,276 8,850 11,381 
8,743 8,537 9,650 13,475 
7 846 7,306 10,288 13,218 
7,461 7,492 10,520 13,120 
7,884 7,224 12,922 14,895 
8,183 8,033 12,808 14,445 
8,020 7,429 11,971 14,169 
8,983 8,614 12,763 14,950 





approximately 29 per cent. The ratio of 
fixed charges is very much lower than 
on Central Pacific, being only about 21 
per cent. of gross and 44 per cent. of 
total net for the 1913 fiscal year. Its 
property is most advantageously situated 
to benefit from the development of 
California. 
(To be continued.) 
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Monthly Net Earnings 





HIS table gives the returns of the principal railroads down to latest dates available, and 
should be studied in connection with the “Bargain Indicator,” which shows annual results 


and the “Investment Digest,” where other details of earnings will often be found. 


Stock outstanding 
(in millions). 


Current 
month. 
Feb. $2,370,263 
970,212 
1,149,416 
140,174 
151,613 
1,471,576 
277,044 
624,787 
482,969 
Feb. def. 118,373 
Feb. 1,924,676 
195,728 


Atch., Top. & S. Fe 
Atlantic Coast Linet 
Baltimore & Ohio 
Boston & Maine 

Buff., Rochester & Pittsb.. 
Canadian Pacifict 
Central of Georgia 
Central R. R. of N. J 
Chesapeake & Ohio 
Chicago & Altont 

Chic., Burl. & Quincy 
Chic. Gt. Western....... $e 
Chic., Mil. & St. Paul Feb. 1,314,426 
Chic. & Northwesternt Feb. 1,556,670 
Cleve., Cin., Chic. & St. L. Feb. def. 125,703 
Colorado & Southern 213,218 
Delaware & Hudson 237,180 
Del., Lack. & Western 715,366 
Denver & Rio Grandet 330,444 
Eriet 215,034 
Great Northern 699,883 
Hocking Valley 32,715 
Illinois Centralt 740,335 
Kansas City Southern 265,062 
Lake Erie & Western 17,450 
Lake Shore & Mich. So 550,099 
Lehigh Valley \ 319,077 
Long Islandt . def. 48,538 
Louisville & Nashville 961,260 
Michigan Central 231,145 
Minn. & St. Louist 211,846 
Mina., St. P. & S. S. Mariet.Feb. 96,442 


Mo., Kansas & Texas 498,322 

i Pacifict F 864,585 
.. Feb. 285,266 
689,931 


va Feb. 


66,684 
778,381 





"140,973 


These results are in Mexican currency. 


Can from 
last year. 
—$534,422 
—250,202 
—452,988 
—248,694 
—86,251 
—1,048,493 
+53,131 
—411,031 
—338,7 37 
—111,150 
—418,180 
—71,563 
+117,665 
— 240,536 
—708,382 
—73,142 
—516,068 
—386,645 
—149,121 
—755,861 
—689,836 
—104,157 
—246,950 
—9,232 
—63,811 
—801,826 
—564,896 
—10,266 
—180,944 
—336,041 
+2,057 
—216,879 


+29,542 
yaw cade Tene 30. tFiscal year ends Dec. 31. 


Fiscal yr. 

to date. 
$24,643,075* 
5,906,304* 
17,375,297* 
6,106,166* 
2,219,366* 
29,683,187* 
2,705,767* 
8,296,170* 
7,383,513* 
1,217,893* 
23,506,962* 
2,409,745* 
20,508,461* 
16,609,412* 
def. 168,443t 
2,527,405* 
702,548t 
10,047,017* 
4,343,462* 
7,616,225* 
22,805,641* 
1,630,364* 
8,252,962* 
2,711,258* 
74,327¢ 
1,202,646t 
7,684,877* 
def. 36,504t 
10,676,187* 
524,440f 
1,549,244* 
4,093,045* 
6,326,090* 


12,193,767* 
4,435,637° 
7,058,994* 

2,030,995* 

26 733,217° 


476, 
1,725,396° 


Change from 
last yr. 
—$2,236,448 
—610,681 
—2,351,349 
—1,293,959 
+19,268 
—1,630,408 
+66,339 
—1,674,587 
—170,714 
—482,741 
—1,703,646 
—288,207 
—1,965,009 
—1,205,305 
—1,277,151 
—916,001 
—875,405 
—881,710 
—619,492 
— 3,376,239 
—1,513,752 
—274,026 
—401,489 
—82,313 
—89,124 
—1,760,079 
—2,090,542 
+18,285 
—367,140 
—743,600 
—150,273 
—1,913,480 
—1,263,141 
—271,033 
—1 rahe ty 


152 
—78,042 


Pref. 


Ist, 8; 2d, 8 
None 
None 

49 
Ist, 47; 2d, 16 
230 
None 
None 


12 
ne. 

Ist, 7: 24, 240 
Ist, FS 224, 11 
None 
23 
None 
None 
12 


27 
Ist, 28; 2d, 42 
49 


23 
Ist, 4; 2d, 15 
19 
None 
60 


None 
10 


99 

39 

10 
Ist, 4; 2d, 11 


Com. 
195 
67 
152 
39 

10 


tNet earnings are after deducting taxes. 














Earnings and Dividends 


The Position of Standard Stocks Viewed in Perspective 
By GEORGE C. MOON 








N former chapters of this series the 
relative merits of a number of stand- 
ard stocks have been discussed. Re- 

cent dividend changes made these articles 
and the diagrams which accompanied 
them particularly timely. No better way 
of showing the dividend relation can be 
devised. They give a comprehensive 
view over a series of years and show the 
precise margin between earnings and 
dividends. While the subject is treated 
in a broad way, sufficient detail is fur- 
nished to clearly exhibit the status of the 
various stocks analyzed. 

In this article the following stocks are 

taken up: 


% 
American Ice 


AMERICAN ICE SECURITIES CO. 


MERICAN ICE securities has a 

somewhat complex organization. 

It is a holding company for an operat- 

ing concern known as the American 

Ice Company and was organized in 

1905 when the affairs of the latter were 
greatly involved. 

The old American Ice Company had 
been formed in 1899, a period when so- 
called “trusts” were rapidly coming into 
existence, for the purpose of acquiring a 
number of ice companies then operating 
in the Eastern States. These were taken 
over and the Company then practically 
controlled the wholesale and retail ice 
business in New York, Philadelphia, Bos- 
ton, Baltimore, Washington, Camden, 
Cape May and Atlantic City. As was the 
custom of the time, the organization was 


capitalized out of proportion to the in- 
come. Finally $2,500,Q00 preferred divi- 
dends were in arrears and a drastic re- 
organization became necessary. 


To meet the exigencies of the situation 
the American Ice Securities Company 
was formed. A scaling down of the old 
capital through an exchange of stock in 
the new Company for the old stock and 
the issue of 20-year debentures for the 
arrears of dividends consummated the 
transfer. Only one class of stock was 


issued by the new Company thus over- 
coming the fixed charge formerly im- 
posed by cumulative dividends. 

In this way the Securities Company 
became the owner of practically all the 
stock of the old company and has kept 
that organization intact except for a sub- 


sequent reduction in the common stock. 
This, however, did not alter the owner- 
ship in any respect. Consequently the 
Securities Company derives its chief in- 
come from dividends on the $15,000,000 
of the old company’s preferred stock now 
in the treasury. 

The graphic presented here shows the 
relation between the net income of the 
operating company and the outstanding 
shares of the Securities Company which 
are the shares traded in on the stock ex- 
change. The fiscal years plotted end on 
October 31 and from whatever viewpoint 
the lines are studied they disclose the 
instability of earnings. Although a 
marked improvement is shown for 1913, 
it should not be taken too seriously. 
Past performances are likely to be re- 
peated in a business of this kind. Ab- 
normal seasons must be reckoned with. 
Uncertainties beyond the power of human 
sagacity to provide against are too plenti- 
fully associated with this enterprise to be 
ignored. Improved methods of refrig- 
eration have invaded the precincts for- 
merly dominated by natural ice and the 
facility with which artificial ice can now 
be supplied by independent plants is also 
an adverse factor. 














AMERICAN AGRICULTURAL CHEMICAL, 


"THE original charter of the American 

Agricultural Chemical Co. dates 
back to 1893. The first dividend pay- 
ment on common, however, was not 
made until 1912. It was a tedious in- 
terval (almost 20 years) for the holders 
of the common stock to wait for some 
return. It is true they were partly con- 
soled by the knowledge that a consider- 
ably equity was being built up in each 
year, as invariably something, even if it 
were only a small percentage, was earned 
on the common annually. In the mean- 
time the Company maintained an un- 
broken dividend record for the preferred 
—the 6 per cent. dividends having been 

larly paid. 

en the initial dividend was de- 
clared on common, the accumulated sur- 
plus had reached $7,000,000. In 1910 
earnings on common made a high record. 
That good situation was only slightly 
lowered in the next year, but again fell 
off in 1912. For the fiscal year ended 
June 30 last, net profits as a whole were 
about on a parity with 1912, but a larger 
amount of preferred was then outstand- 
ing, which called for an additional ex- 
penditure of $400,000 to meet the 6 per 
cent. dividends on it. Estimated earn- 
ings for the current fiscal year which 
ends on June 30, shows some improve- 
ment over the preceding year. Price 
cutting among fertilizer manufacturers 
in recent years has told heavily on profits. 
Competition is the most serious problem 
the Company has to face. Probably the 
effect of competition has already been 
disclosed. That is, it will not be more 
—— hereafter than in the past. 

meme pn been busy with the proba- 
bility of a reduction in the common divi- 
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dend rate. A more or less official denial 
has been made, and, in support of it, 
occasion has been taken to point to the 
larger earnings for 1914. It appears 
certain that the 4 per cent. dividend will 
be more than earned, and its continuance 
therefore, for the present at least, is rea- 
sonably assured. 


PULLMAN COMPANY. 


TANDING alone in its class the Pull- 
man Company makes a creditable 
showing. The Company has dealt 
generously with its shareholders in re- 
spect to cash and stock distributions. In- 
crease in the capitalization was made 
from time to time in the past, the latest 
addition being $20,000,000 in 1910, mak- 
ing the total stock issue at this date 
$120,000,000. There are no bonds, hence 
the capital stock represents the complete 
and direct ownership. 

As will be seen by the graphic the mar- 
gin of safety over the 8 per cent. divi- 
dends is not large. Uniformity in earn- 
ings, however, makes the rate appear 
conservative. Nothing appears to be in 
sight now to arouse distrust of the future. 
The stock is a high class investment is- 
sue with large equities and an ably ad- 
ministered institution behind it. Any set 
back to prosperity which might be met 
with, would unquestionably be of limited 
duration. 


AMERICAN BRAKE SHOE & FOUNDRY. 


IVIDENDS on American Brake 
Shoe common are limited to 7 per 
cent. annually as the maximum. Be- 


sides its right to be paid 7 per cent. 
cumulative dividends, the preferred stock 
is further entitled to all excess earnings 
after the common receives the 7 per cent. 
Beginning with March last year the pre- 
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ferred was put on an 8 per cent. basis— 
2 per cent. quarterly. 

The graphic shows the large margin 
of safety over the 7 per cent. paid on 
the common, of which $4,600,000 is out- 


standing. It is also an exhibit of the 
strong position of the preferred issue 
both as to the regular 7 per cent. rate and 
to the surplus remaining after payment 
on the common. Fiscal years end Sep- 
tember 30 and the lines of the graphic are 
drawn to correspond therewith. 


SOUTHERN RAILWAY. 


ARNINGS on Southern Railway 
common are shown by the graphic, 
to be holding up in a satisfactory 
way. The estimated net results for the 
current fiscal year, which ends on June 
30, are substantially the same as for each 
of the three preceding years. Much en- 
couragement can be taken from this 
showing as the road has been beset by 
serious troubles. From the way earnings 
are holding in a dull period it is safe to 
expect better results in more normal 
times. 

Recent financing has placed the Com- 
pany in a position to complete plans for 
improvements and betterments and also 
large additions to equipment. Southern 
Railway has a following that believe in 
it and foresee a grand future for the 
road. Without doubt there are good 
grounds for holding optimistic views of 
that description. 


CHICAGO & NORTHWESTERN. 

Gc HICAGO & NORTHWESTERN’S 
graphic does not present any dif- 
ferent ideas than are offered by the 
graphic of Northern Pacific or of several 
other important systems. They all tell 


about the same story—declining earnings 
en common. 


It may be said, however, 


EARNINGS AND DIVIDENDS. 
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that after all the results for the current 
year as well as for 1913 do not speak so 
badly for Chicago & Northwestern. The 
full dividends were earned with some- 
thing to spare. In 1912 the margin was 
pretty thin but did not long remain so. 

Dividend provisions of the preferred 
and common stocks prescribe that the 
preferred has prior rights up to 7 per 
cent. after which common is entitled to 
7 per cent. Then preferred to 3 per cent. 
more and common to 3 per cent. more, 
after which both stocks shall share alike. 


BROOKLYN RAPID TRANSIT. 


A GLANCE at the graphic of the 

Brooklyn Rapid Transit shows a 
progressive improvement during the 
entire period covered. A fair margin 
has been maintained over dividends 
since payments were started in 1909. The 
position occupied by this Company makes 
it obvious that the shares have passed into 
the ranks of seasoned dividend securities. 
It was no mistake to begin dividends in 
1909 as subsequent results demonstrate. 
Although the percentage of margin for 
that year was not large, still earnings 
have broadened since then. 

It is estimated net earnings for the 
year ending June 30 will be equivalent 
to 9 per cent. on the outstanding stock 
issue. Thus an ample margin is left af- 
ter the present 6 per cent. dividends are 
met. Putting the stock on a 6 per cent. 
dividend basis has attracted attention to 
the conversion privileges of the Compa- 
ny’s 5 per cent. notes. It is probable that 
the outstanding stock may be largely in- 
creased through conversion of these 
notes. In that case dividends will ag- 
gregate a larger sum than is now called 
for. But it is believed the growth in in- 
come will take care of the addition named. 
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NORTHERN PACIFIC, 


ORTHERN PACIFIC’S graphic 
tells its own story. Earnings on 
common for the current year will, it 
is estimated, show a falling off from 
the 1913 figures. But this was expected. 
In fact, a much less favorable statement 
would not have excited comment. 

A narrowing of the margin between 
dividends and earnings is shown to have 
been continuous from 1907 to 1912. 
While the better results made in 1913 
were not maintained up to the present 
time, yet the relative position of the lines 
are not unsatisfactory. Dividends were 


always earned. Good crops are of great 


importance to Northern Pacific. Our 
promising crop outlook is therefore a fa- 
vorable factor for this road. Another 
advantage that may be pointed out, is the 
traffic incident to the railway develop- 
ment of Alaska. Probably considerable 
revenue will be added to the normal in- 
come of the Northwest trunk lines from 
that source. 


CHICAGO & ALTON COMMON, 


Gemcacd & Alton Railroad Company 
as it is now constituted was incor- 


U 
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porated in 1906. The graphic presented 
here relates to the common stock of the 
road and makes a distressing exhibit of 
hard luck. From 1907 to the end of the 
last fiscal year the varying earnings are 
seen to droop alarmingly, especially in 
the three last years. Only a compara- 
tively small amount of the common stock 
is in the hands of the public, as the 
Toledo, St. Louis & Western Railroad 
Company controls through ownership of 
over $14,400,000 out of the $19,500,000 
common besides a large block of the 
preferred. 


Several causes have combined to bring 
about a totally different situation to that 
which existed in 1898 when a Harriman 
syndicate bought control of Alton, pay- 
ing $200 a share for the preferred and 
$175 for the common stock of the old 
Alton railroad—but the total capitaliza- 
tion has increased greatly since then. 


The destiny of the road is not clearly 
defined at the moment, but its present 
status is broadly presented by the graphic. 
It is not an inviting prospect. 








Write for information on “The Magazine of Wall Street’s’’ Home Reading 
Course on page 524. It may be just what you need. 
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HE items below are condensed from leading financial and investment publications 

and from official sources. Neither “The Magazine of Wall Street” nor the authori- 

ties quoted guarantee the information but it is from sources considered trustworthy. 

We endeavor to present in a few words the essential facts in regard to each company. 
For additional earnings, see also “Bargain Indicator” and “Monthly Net Earnings.” 


American Agricultural Chemical.—RE- 
PORT a demand for fertilizers north and 
south this season ahead of last year. 


American Can—THIS YR’S EARN- 
INGS have been as good as for same period 
in 1913. Prospects for current yr. better, 
as corn crop in 1913 was failure. Expecta- 
tion of large fruit pack. Adding machine 
made last yr. has been a financial success. 
Little probability Directors will pay off any 
of the 834% back divs. on pfd. for yr. or 
more. Will wait probably till government 
suit is over. Slim hopes for com. div. for 

s. Earnings this yr. will show probably 
ess than 4% for com. 


American Car & Foundry.—FISC. YR. 
est. to show earnings about same as 1913, 
when slightly over 4% on com. stock was 
indicated. In 1913 car business was good 
until July 1, when depression began, which 
has remained until present. Co. took suffi- 
cient orders during first 6 mos. of 1913 to 
run through balance of yr. with fair profits. 
Since Jan. 1 of 1914 orders have been 
scarce, and unless business picks up shortly 
profits will be slim. 


American Cotton Oil. — PLAN AR- 
RANGED for more simple organization, and 
more effective carrying on of increasing 
business. Manufacturing operations are be- 
ins distributed differently among the Co.’s 
plants. 


American Locomotive-—PRES. ISSUED 
CIRCULAR to stockholders containing re- 
port of Committee appointed to look into 
management of Co.’s affairs. This report 
was a reply to and did not uphold the 
criticism against management. he circu- 
lar stated that the Co. was in position to 
do a profitable business as soon as the rail- 
roads are again in the market for equip- 
ment. 


American pen & Refining—NET 
EARNINGS yr. ended Dec. 31 decreased 
$1,370,000 compared with 1912. Expendi- 


tures for repairs and replacement increased 

,000 during yr. Saerepsietene for de- 
preciation reduced 50%. Charges and ex- 
penses increased $225,000, makin 
in surplus for divs of $2,000,000. 


decrease 
ned 


74%% on com. Working capital $7,075,540. 
$960, bonds re- 
Pres. says essentially, in view con- 


Increased $2,400,000. 
tired. 





ditions in Mexico, shareholders can con- 
gratulate themselves on earnings. Success 
of Revolutionists at Torreon means Co. can 
resume operations in Mexico to about 68% 
of Mexico capacity. 


American Steel Foundries. — PRES. 
VERY GLOOMY regarding future. De- 
clares everything depends on Washington. 
Business so poor that prices have fallen be- 
low last yr. and profits therefore much 
smaller. Plants now running about 50% 
of capacity. 1913 largest business in 4 yrs. 
Gross sales $17,425,941 against $14,319,571 
in 1912. Working capital slightly over $5,- 
000,000. Expended for repairs and mainte- 
nance and absorbed into manufacturing 
expense during yr. $1,315,859. 


Refining.—_T A RIFF 
UNCERTAINTY and severe competition 
affected net earnings seriously last yr. 
Profits only $826,000, less than 2% on pfd. 
Co. had to accept profit 10c. per hundred 
Ibs. smaller than in 1912. Working capital 
$36,000,000, almost half of which is cash. 
Income from investments slightly exceeded 
prev. yr. and showed balance for com. 1.8%. 


American Telephone & Telegraph.—AN- 
NUAL REPORT shows pe in gross and 
net. 1913 gross $45,909,991, comparing with 
$42,717,992 in 1912, and balance after fixed 
charges of $32,920,090, comparing with $32,- 
062,945. Capitalization having increased, 
percentage earned almost identical with 
prev. yr., 94%. Co. has large equity in 
undivided earnings of subsidiaries. Re- 
marks by Pres. deal extensively with mat- 
ter of government ownership. Co. can go 
until 1916 without additional financing. 


Assets Realization Co.—STOCKHOLD- 
ERS received supplementary report from 
Pres. detailing investments and assets, 
their approximate value and the probable 
outcome of existing embarrassments. Ar- 
rangements being made for organization of 
new Co. to take over business. Prominent 
stockholders plan to finance the Co. Noth- 
ing definite decided. Present Co. can under- 
take no new business. 


Atchison—8 MOS. ENDED FEB. 28 
showed about 4.7% on com. stock, with 
other income and int. charges based on fig- 
ures for last yr. Since close of fisc. yr. 
about $4,658, bonds converted into com. 


American Sugar 























stock. Feb. a poor mo. Gross more than 
12% lower than last yr., and less than any 
Feb. in past 5 yrs. Practically all extension 
and construction work stopped. Stated Co. 
has no plans for pe may | in near future. 
Earnings probably about 7%% on com. for 
current yr. Smallest for number of yrs. 


Atlantic Coast Line—NEW $200,000,000 
MORTGAGE, under which bonds can be 
issued at varying rates, approved by stock- 
holders. Old 4% mtge. to be closed. No 
more bonds to be issued thereunder. Of 
the new mtge. about $95,000,000 will be 
available from time to time for improve- 
ments, additions and betterments. 


Baldwin Locomotive Works.—CO. AN- 
NOUNCED receipt of million dollar order 
from Illinois Central R. R. Contract calls 
for 50 locomotives. Co. has now about 8,- 
000 men on payrolls—less than half the 
number employed last June. 


Baltimore & Ohio.—LOSS for Feb. of 
$1,026,553 or 14% in gross was held down 


to loss of $452,998 or 28% in net by reduc- 
ing maintenance $511,000 or 23%, while 
transportation expenses reduced 2%. Main- 


tenance absorbed 27.5% of earnings. Trans- 
portation ratio 48.8%. Net for 8 mos. ap- 
prox. $14,531,000, a decrease of $2,758,000. 
If other income and charges be assumed on 
same basis as in last fiscal yr. the 8 mos. 
balance for common divs. would figure 
3.92%. 8 mos. proportion of 6% rate would 
be 4%. But as int. charges have increased 
somewhat balance for common somewhat 
less than 4%. 

Bethlehem Steel.— PRES. SCHWAB 
SAYS in annual report: “Substantial re- 
vival in business activity which developed 
during latter part of 1912 continued during 
earlier part of the yr. 1913, and results of 
operations for that yr. were extremely satis- 
factory. Earnings of the corporation and 
its subsidiary Cos. $8,752,671, being more 
than 70% greater than 1912, its best prev. 
yr.” Considerable extensions and improve- 
ments made at the Bethlehem works. Or- 
ders booked during 1913 $39,935,874, com- 
pared with $47,030,000 in 1912. Surplus 
earnings available for divs. $5,122,702, equal 
to 34.4% on pfd. stock and 27.5% on com- 
mon. Property acquired during 1913 was 
$4,203,000 and expenditures for additions 
and improvements, $5,287,000. Possible that 
Co. will be called upon to do some financ- 
ing to reimburse itself for construction ex- 
penditures and acquisitions. 

Boston & Albany.—FIRST 2 mos. of 
resent fisc. yr. to Mar. 1 showed gross loss 
$208,000 and a deficit of after 
charges. To meet conditions management 
reducing employees. Since Oct. between 
1,200 and 1, men dropped. Unless per- 


mitted to advance rates will economize 
further through elimination of trains. 
Boston & Maine-—MAR. GROSS EARN- 
INGS only $36,000 under last yr’s. Earnings 
— f up turn as compared with earlier 
in f 


perating expenses being kept 
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down. Road has dropped 2,700 employees, 
since Oct. Estimated physical valuation of 
road will cost over $300,000. 


Brooklyn Rapid Transit—CO. AGREED 
to establish about 200 additional transfer 
points. Various wage increases voluntarily 
made from time to time. Co. granted addi- 
tional wages last yr. of between $200,000 


and $300,000. Management plowing $1,000,- 
000 to $1,500,000 of surplus earnings yrly. 
back into property. Mar. a hard mo. Even 


if next 3 mos. result in average gains of 
$50,000 per mo., yr. is not likely to show a 
gain in excess of $500,000, which would 
contrast with gain of $930,000 for 12 mos. 
to June 30 last. 


California Petroleum—ANNUAL RE- 
PORT shows 26 new producing wells 
brought in during last yr., at total cost of 
$383,000, charged to profit and loss. Ex- 
penditures for additions and betterments 
aggregated $319,000. Production for 1913 
was 5,463,600 bbls., compared with 5,700,015 
for 1912. Total wells producing Dec. 31, 
1913, were 141, compared with 120 at Dec. 
31, 1912. Sales during 1913 5,207,985 bbls. 
Revenue $2,755,746. Well brought in on a 
subsidiary property produced 100,000 bbls. 
end of Ist 30 days. 


Canadian Pacific RR—FEB. GROSS 
$7,594,000, a decrease of $2,153,000, and net 


$1,471,000, a decrease of $1,048,000. 


Central Leather—DIRECTORS took no 
action on common div. No one close to 
the Co. expected disbursement at this time. 
It is said stocks will probably be on a 4% 
annual basis in another yr. 


Chesapeake & Ohio.—CO. had a deficit 
after charges in Feb. of almost $200,000, 
compared with a surplus of $174,000 last yr. 
Demand for coal during mo. was light and 
Co.’s most important tonnage suffered con- 
siderably. Gross earnings were off almost 
$400,000 or 14%. Earnings on stock in 8 
mos. were equal to 3.53%, or .53% in ex- 
cess of requirements. 


Chicago & Alton—CURRENT EARN- 
INGS smaller than yr. ago. Co. saving in 
operating expenses. Appropriations for 
maintenance of tracks and equipment, how- 
ever, will not be reduced, according to Pres. 


Chicago & Eastern Illinois—DECREASE 
IN GROSS for 8 mos. ended Feb. 28, $111,- 
500. Decline of $1,170,000 in net after taxes 
for the 8 mos. period due to increased 
maintenance expenditures. During that 
period transportation costs reduced con- 
siderably. 


Chicago, Milwaukee & St. Paul—IN 8 
mos. ended Feb. 28, surplus after int. 
charges, without other income, was $9,200,- 

. 8 mos. divs. on pfd. and common were 
$9,290,000, or about ,000 in excess of sur- 
plus. Maintenance appropriations curtailed 
during recent mos. For 8 mos. net operat- 
ing income was a little over $2,000, un- 
der last yr.’s figures, and was practically 
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all represented by the decrease in gross of 
$1,946,000. Management concentrating most 
of its improvements on the old St. Paul. 
Actual work on electrification of Puget 
Sound Line will be started middle of April. 


Colorado Fuel & Iron—PRESENT YR. 
unsatisfactory in point of view of earnings, 
compared with three yrs. preceding. Due 
to serious strike Co. has been contending 
with for some time. By Jly 1 accumulated 
divs. on pfd. will total about 35% or 


Colorado & Southern—OBLIGED TO 
PASS PFD. DIVS., due to protracted coal 
strike in Colorado fields. Over 73% of 
Co.’s total traffic is in mine products. Bitu- 
minous coal makes almost 35% of total ton- 
nage of road. Surplus available for divs. 
for 7 mos. ended Jan. 31, was $586,202, com- 
pared with $490,936 for same period last yr. 
Gross earnings have shown declining tend- 
ency during last 2 yrs. Resumption of pfd. 
divs. depends on rapidity with which indus- 
trial conditions along the Co.’s lines re- 
spond to adjustment of labor troubles at 
the mines and upon the harvest in Texas. 


Consolidated Gas—NEW FINANCING 
waits on the vote of Public Service Com- 
mission. Plans which have been kept in 
abeyance are to make application to issue 
$25,000,000 convertible debentures. No 


step will be taken until the commission 


—~ upon subsidiary issues that have 
en applied for. 


Corn Products Refining —YR. ENDED 
DEC. 31 last, best ever, exceeding best 
prev. record by $30,000. Charges were in- 
creased, thereby reducing surplus available 
for divs., as compared with prev. high rec- 
ord yr. Surplus was $1,663,669. Percentage 
earned on stock 5.58%. Working capital 
$7,098,098. Co. under fire from govern- 
ment, which claims that organization con- 
structed in 1906 was in violation of Sher- 
man Law and demands disintegration. 


Delaware & Hudson—ANNUAL RE- 
PORT shows earnings on stock of 14.53% 
in 1913, against 12.9% in 1912. Feature of 
the report was almost stationary character 
of both int. and rentals. 


Denver & Rio Grande——GROSS REVE- 
NUES for 8 mos. ended Feb. 28 showed 
decrease of $774,000. Surplus for 8 mos. 
$774,000 against $1,454,000 in the same 8 
mos. of 1913. Expectations are that the 
combined operations of both Denver & Rio 
Grande and Western Pacific will just about 
show bond interest earned. 


Diamond Match—EARNINGS OF 1913 
showed a recession from those of recent 
yrs. and were the smallest since 1906. Sur- 
plus for divs. after proper charges smallest 
since 1909. Balance for divs. $1,775,816, 
sgual to 11.04%, compared with 13.19% in 
1912. Working capital greater than ever 
reported. Amounted to $7,871,322. 


General Electric—FOR THE FIRST 
QUARTER of its fiscal yr., the 3 mos. 
ending Apr. 1, the Co. booked new business 
at a rate of slightly better than $93,000,000 
per annum, which compares with myo m 
for the same mos. of last yr. of about $112,- 
000,000, a decrease of 17%. Co. has matur- 
ing this mos. about $8,000,000 notes, which 
it will pay off in cash. Annual statement 
for yr. ending Dec. 31, 1913, expected to 
show 14% for common. Also expected that 
ee for yr. 1914 will be close to those 
o : 


General Motors.—NET PROFITS for yr. 
to end Jly. 31 may be as high as $10,000,- 
000, if the business keeps up the way it has 
been going for the past 8 mos. This would 
mean a balance for the common stock 
slightly better than 50%, against 39% in 
1913 and 17.4% in 1912. Would mean that 
the Co. could pay its int. and pfd. divs. and 
still have enough left to pay off all but 
$1,000,000 of its outstanding notes. Under- 
stood that gross sales so far this yr. are 
about $6,000,000 ahead of last. A gross of 
yoo ,000,000 is indicated by results to 

ate. 


Great Northern Ore—INCOME ACCT. 
for yr. ended Dec. 31, 1913, shows total re- 
ceipts of $1,133,889, compared with $2,704,- 
152 for the yr. before. After trust expenses 
balance of $1,133,889 applicable to disburse- 
ments on ore certificates, equal to not quite 
71 cents a share, compared with $1.75 in 
1912. Total balance of undistributed in- 
come in hands of trustees Dec. 31, 
$3,763,799. 


Guggenheim Exploration—QUICK AS- 
SETS said to be equal to about $14 a share. 
Co. has a working capital of $11,537,164 
and profit and loss surplus of $24,811,340. 
Last yr. Co. earned 16.1% on its stock and 
this yr.’s earnings are est. at more than 


18%. 


Interborough Metropolitan—FOR YR. 
ENDING Je. 30, 1914, earnings of Inter- 
borough Rapid Transit expected to be the 
best in the Co.’s history. In all probabil- 
ity the operating Co. will make over 20% 
on its stock as compared with 18.68 in 1913. 


International Harvester—ANNUAL RE- 
PORT for last yr. not yet issued, but un- 
derstood net earnings of at least 16% will 
be shown for common. Total surplus will 
probably be in neighborhood of $40,000,000, 
compared with slightly over $31,000,000 at 
close of prev. yr. Belief is expressed that 
further splitting up of the Co. (N. J. Co.) 
will mean large stock divs. 


Kansas_ Ci Southern. — OFFICIALS 
AND DIRECTORS have let it be known 
that they do not believe there will be any 
change in the present div. policy. For 8 
mos. ended Feb. 28 Co. reported improve- 
ment in gross revenues of $120,000 and a de- 
crease in net of $82,321. Div. on pfd. stock 
not yet endangered by present showing of 
earnings. 
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Lackawanna Steel—GROSS SALES 
AND EARNINGS in 1913 not as large as 
in prev. yrs. But efficiency of operation 
made profits largest on record. Increase 
in gross of $2,600,000, but expenses in- 
creased about $700,000. Margin of profit 
23%, as compared with 18.2% in 1912, and 
20.2% in best prev. yr. Surplus for divs. 
after proper deductions equal to 7.94%, as 
compared with 2.9% in 1912, and 7.29% in 
best prev. yr. Properties operated at sub- 
stantially full capacity for lst 9 mos 1913. 
Orders on hand are low and operations to 
date during 1914 have been at less than 
50% of full capacity. 


Lehigh Valley—SURPLUS over 10% 
div. in the current yr. will not be large. 
Road suffering from restricted coal demand. 
8 mos. ended Feb. 28 showed net after taxes 
of $6,464,000, compared with $8,717,000, de- 
cline of 26%. 


Long Island R. R—NET INCOME for 
1913 $3,357,574, increase of $304,963. Ratio 
of operating expenses and taxes to gross 
revenue was larger by 2.39%. Freight ton- 
nage showed decrease of 2.84%. Total 
operating revenues of both rail lines and 
auxiliary operations decreased .54% com- 
pared with prev. yr. 


Missouri Pacific—BUSINESS suffering 
from poor crops and general business con- 
ditions and from effect of enforced reduc- 
tions in rates in its territory. Also net 
earnings are running slightly ahead of last 
yr. heavier charges will result in a smaller 
surplus than a yr. ago. Little prospect of 
any resumption of divs. for some time. 
Stated that arrangements are being made 
to take care of 5,000,000 notes maturing 
on June 1. 

Missouri, Kansas & Texas.—PFD. DIV. 
may not be earned for yr. ending June 30, 
1914. If earned margin will be very close. 
Crop outlook in Co.’s territory excellent. 
Earnings therefrom will not show in cur- 
rent yr. 

National Lead—NET EARNINGS for 
yr. 1913 slightly less than 1912. Being 
$2,458,306. Balance after pfd. div. equal to 
3.64% on the common stock, as compared 
with 381% in 1912. Working capital on 
Dec. 31 $10,875,000. Floating debt of 
$1,450,000 in 1912 paid off. Stockholders 
in 1913 increased to 6,752, an increase of 
218 over 1912. Liberal allowances for main- 
tenance and repairs made. Co. closed the 
yr. with no borrowed money and without 
indebtedness. Additions to plant amounted 
to $488,469, made during yr. 

New Haven—TOTAL OPERATING 
REVENUE to Mar. 31 decreased $1,900,- 
000 from a ze. ago. Feb. will probabl 
show deficit after charges of approx. $900,000. 
Pres. Elliott’s pamphlet shows necessity for 
much new money and for prompt arrange- 
ments to meet the $45,000,000 of notes ma- 
turing May 18. 

New York Air Brake Co—NOW OPER- 
ATING at about 75% of capacity. 


New York Central—EIGHT MOS. 
ENDED Feb. 28, operating income amounted 
to $13,493,863 a decline of $4,041,927 or more 
than 23%. Increase in maintenance expendi- 
tures $2,495,889. So far Co. has definitely sold 
$40,000,000 refunding and improvement bonds, 
and has a remaining $30,000,000 under option 
to the bankers. This whole amount will ne 
more than clear up this yr.’s maturities. 


Norfolk Southern.—DIV. initiated 1911 of 
2% passed. Understood it was earned, but 
management decided it should be conserved. 
Suspended until new mileage proves profitable. 
Past season’s traffic in lumber business very 
poor. 


Norfolk & Western —ALL WORK POS- 
SIBLE has been retarded and considerable 
amount of additions and betterments sus- 
pended until business conditions decidedly 
improve. Gross earnings increased from 
Jly. 1, 1913, to Mar. 1, 1914, $444,000, as 
compared with same period a yr. ago, while 
net earnings for same period decreased 
$1,211,000. From Nov. 1, 1913, to date 
about 8,000 men relieved from _ service. 
Further reductions will be made unless 
business revives. 


Northern Pacific—DIV. REQUIRE- 
MENTS for 8 mos. covered with margin of 
$1,915,110 to spare. A decrease of almost 
$2,500,000 compared with same period last 
yr. Practically all loss attributed to lighter 
grain shipments and small volume of coal 
traffic. ross earnings so far quite satis- 
factory. 


Pennsylvania R. R—RETRENCHMENT 
POLICY vigorously being pushed to off- 
set falling revenues and declining earnings. 
Will mean a big saving in operating ex- 
penses. Has reduced over the past few 
mos. its labor some 25,000 men. 


Pittsburgh, Cincinnati, Chicago & St. 
Louis—REDUCED DIV. ON COMMON 
STOCK from 5% to 3%, and on pfd. stock 
from 5% to 4%. Annual report showed an 
increase of $4,600,000 in operating and 
maintenance expenses, so that after paying 
charges and proper appropriations only 
$630,000 remained for divs. Road earned 
only a portion of divs. paid in 1913, due to 
the floods. 


Railway Steel Spring—ANNUAL RE- 
PORT FOR 1913 shows good yr. but below 
prev. yrs. Gross earnings were $7,688,185, a 
decrease of $1,360,000 from 1912. Expenses 
$5,966,000, a decrease of $635,000 and net $1,- 
722,000, a decrease of $715,000. $250,000 
charged to depreciation. Net profits $1,472,- 
000, a decrease of $610,000. Surplus for divs. 
equal to 8.31 on pfd. stock and 1.31 on com- 
mon stock. Working capital on Dec. 31 $4,- 
372,278; slight decrease from preceding yr. 
Co. suffered in general with other manufac- 
turers of railway equipment. 


Reading—INCREASE IN soft coal 


traffic this yr. expected to be very little over 
last yr.’s figures. Total surplus to end of Feb. 
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only $5,724,836; with proper deductions this 
would mean about $5,225,000 to meet $5,600, 
000, or 2/3 of yr.’s divs., leaving an apparent 
deficit of nearly $400,000. 


Rock Island—SECOND 6 MOS. of yr 
thus far less disappointing than half yr. end- 
ing Dec. 31. March gross good. Large loss 
in Feb. due to storms. Passenger traific de- 
clined. Great economy in maintenance of way. 
ee ee ante cut for the 8 mos. ended 
Feb. 28, $1,157 


Riker & Hegeman,—GROSS SALES for 
current yr. at Soapoo rate of business will 
rama oe, 00000, as compared with $15,- 

Co. will open about 15 new 
stores soe ae —y 


Rumely (M.) Co.—LOSS OF $6,000,000 
in round figures on the sale of about $13,- 
828,000, in a twelve mos. period, so that 
for every dollar of gross sales in 1913 Co. 
lost 43.4 cents. This wipes out all prev. 
surplus and leaves a deficit of $5,407,000. 
Strong feeling that Co. will have to undergo 
some sort of reorganization, friendly or 
otherwise. 


Sears, Roebuck & Co.—GROSS SALES 
OF CO. for Mar. $8,946,000, increase of 
10.08% over corresponding mo. last yr. This 
compares with $8,953,000 in Feb. and $8,416,- 
000 corresponding mo. last yr. 


Southern Pacific—EARNINGS 8 mos. 
gross, ended Feb. 28 last, $93,670,000, com- 
red with $96,871,000 in 1913. Net for 1914 
33,000, compared with $31,239,000 in 1913. 


Southern Railway.—_ EARNINGS expected 
to indicate 4% on common stock, as com- 
— with 3.39% in 1913. Gross earnings 

ve been gaining steadily over past yr. 7 
mos. ended Jan 31, gain in gross was $1,202,- 
000 over the same mos. of preceding yr. 
Maintenance expenditures have been kept up 
faithfully, Transportation costs increased 
somewhat. Gross for 9 mos. about $51,000,000. 


Studebaker Co.— EARNINGS SINCE 
2. 1 very strong. Understood that sales to 

ar. 15, or about 2% mos. of new fiscal yr., 
were as ‘large as first 6 mos. of 1913. Figures 
show cash receipts of $4,837,812, against $3,- 
385,948 last yr.; a gain of 43%. Export busi- 
ness growing steadily. 


St. Louis & San Francisco.—EARNINGS 
RUNNING almost even with last yr., 9 mos. 
gross being about $33,650,000, as compared 
with $34,050,000 in 1913. Receivers putting 
back considerable money from earnings in 
maintenance of the property. Maintenance of 
way mers 5 been increased 27% over preced- 
ing yr. and maintenance of equipment 2.7%. 

St. Louis Southwestern —GROSS EARN- 
INGS for 7 mos. ended Jan. 31 declined about 
16%, ¢ with ing yr., but net 
decreased 8.4% and surplus after charges de- 


creased $706,000, or 48.2%. Surplus available 
for divs. on — $756,746, or slightly more 
than half of $1,463,000 of last yr. Divs. com- 
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fortably earned. Div. on pid. stock reduced 
from 4 to 2%, on account of declining earn- 
ings and unsatisfactory condition of general 
business. 


Texas Co.—NET INCOME declined dur- 
ing last 6 mos. of 1913. For that period sur- 
plus available for divs. equivalent to 9.9%, 
although amount earned was 22.2% on $30,- 
000,000 stock. 6 mos. showing leaves little 
doubt about continuance of the 10% div. De- 
preciation charges light during the 6 mos. 


Third Avenue.—GROSS EARNINGS for 
8 mos. ended Feb. 28 increased $781,000, but 
the balance after all charges was $47,293 lower 
than last yr., due to higher operating expenses 
and larger int. payments on the income bonds. 
For these 8 mos. balance applicable to divs. 
equal to 2.7% on stock outstanding, or at the 
rate of a little over 4% for full yr. 


United States Rubber—STATEMENT 
FOR 9 mos. ended Dec. 31 gives net sales as 
$87,349,000, cost and oy as $76,662,000. 
Operating profits $10,687,000. Total income 
$10,784,000. Surplus for divs. $7,140,000. 
Available for divs. on common 7.37%, or at 
the rate of 8.84% per annum. The period was 
one of declining prices, although business was 
somewhat larger than for corresponding 
period of 1912. 


Union Pacific—DIV. RATE on common 
will be 8% if extra distribution is sustained. 
Chairman Lovett explains this change as fol- 
lows: “When the extra div. was declared last 
yr. it was distinctly stated that as stockholders 
would receive a return of 201% per annum 
from B. & O. stock and cash distributed, the 
regular div. would be reduced to 8% per 
annum,” 


United States Steel—UNFILLED TON- 
NAGE for Mar. showed decrezse oi 372,615 
tons. During mo. shipments ~vout 36,500 tons 
per day, or about 14,500 tors over booking. 
New orders received at average of about 22,- 
000 tons per day, compared with 45,000 tons 
ed day in Feb. No — change in Apr. 

ill operations ae somewhat above 
50%. Annual report for 1913 shows gross 
business at a new record, the amount being 
$796,894,000, an increase ‘of $51,300,000 over 
1912, the largest former yr. Surplus available 
for common stock approx. 11%, compared 
with 5.7% in 1912. Working capital Dec. 31, 
1913, approx. $8,000,000 higher than in 1912. 
Corporation charged off more for depreciation 
and spent more for ordinary repairs and main- 
tenance than in any prev. yr. Prices received 
— were a little better in 1913 than in 


United — Stores—NEW COUPON 
CO. will be formed and its stock distributed 
to both common and pfd. stockholders of 
United Cigar Stores Co. They will pay $1 a 
share for stock. Object of Co. is to do away 
with possibility of interference with coupon 
business of U. Cigar Stores Co. by adverse 
legislation in Washington. New Co. will sell 
coupons to U. Cigar Stores and others who 
may desire to enter into an agreement. 
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United States Realty & Imp. Co—NEW 
CONTRACTS to the amount of $15,000,000 
taken since about Feb. 1. Of these $4,000,- 
000 cover subway work and the balance 
construction contracts. 


Virginia-Carolina Chemical Co.—NEW 
ISSUE of $10,000,000 6% bonds to be is- 
sued. ,000,000 at once. To be offered to 
stockholders issued for the purpose of 
strengthening working capital. Proceeds 
to extinguish floating debt, bringing that 
down from somewhere near $10,000,000 to 
about $5,000,000. New bonds to be offered 
to stockholders at par. 


Wabash—REORGANIZATION PLAN 
in final form for submission to various 
state commissions and to be submitted im- 
moto Plan will raise more than $30,- 

000. Tt will assess both common and pfd. 
pros ME which will furnish about $18,- 
500,000. About $12,500,000 will be realized 
from sale of new refunding 5% bonds; in 
addition $2,250,000 will be acquired through 
other methods. Reorganization cash will 
provide for all debts and allow liberal 
amounts for improvements, new equipment 
and working capital. 


Western Electric Co—STATEMENT 
FOR 1913 shows gross sales $77,532,000 
compared with $71,727,000 in 1912. Net 
earnings $6,563,000 in_ 1913 compared with 
$e 710 600 in 1912. Balance for divs. in 
1913, $3,171,000 compared with $2,567,000 in 
1912. 1913 figures equivalent to 21.1% on 
capital stock, compared with 17.1% for 1912. 
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32,000 customers. 
Prospect for smaller business in 1914. 


Sales distributed among 


Western Maryland—EARNINGS FOR 
8 MOS. ended Feb. 28 unfavorable. Gross 
increased $523,000, but penpartes costs 
increased $475,000, og decrease of 
$717,000 in net revenues after taxes. Busi- 
ness over new extension interchanged with 
P. & L. E. not up to expectations, but show- 
ing steady gain. 


Western Pacific R. R—OPERATING 
EXPENSES for the Ist 8 mos. running 
close to 80% of gross, compared with 
74.33% in 1913 and 2 14% in 1912. 

Western Union—ANNUAL REPORT 
for yr. ended Dec. 31, 1913, shows gross 
$44,847,000, with a surplus of $3,234,000, 
equivalent to 3.24% on capital stock, com- 
pared with 3.13% on same stock prev. yr. 
Co. is now reporting as of Dec. 31, whereas 
formerly as of Je. 

Westinghouse Electric—ORDERS at 
end of Mar. showed decided reduction com- 
pared with same period prev. yr. — 
forces reduced by fully 4,000 men from hig 
level. For yr. ended Mar. 31 expected to 
show a record total of $43,000,000 sales 
billed. A gain of $3,000,000 over last 
Co. reduced indebtedness sqgees. $5,000, 
out of its earnings during the yr. 

Woolworth (F.W.) Co—GROSS SALES 
FOR MAR. $5,137,000, compared with 
$5,244,000 in prev. yr. For the Ist 3 mos. 
of 1914 sales were $13,597,000, as compared 
with $12,932,000 in 1913. 
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This section of the Investment Digest includes some of the more important properties, in 
regard to which authentic and trustworthy information has appeared during the month. 


Anaconda-Amalgamated.—Anaconda has 
decided to build a sulphuric acid plant at 
the Washoe smelter, with capacity of 100 
tons of acid a day. Part of which is to be 
used in leaching process, and remainder 
sold. The Butte-Duluth Co. is paying $22 
per ton for acid used at its plant, whereas 
Anaconda can make it at practically no 
cost, except preliminary outlay for plant. 

he Disenel eles of Anaconda has been 
bE and will remain closed 5 or 6 mos. 
while shaft is being repaired. It is one of 
the largest producers of the Ana. Co., and 
makes the sixth large mine of Co. closed. 
Co. has declared a regular quarterly div. of 
75 cents a share, payable Apr. 15 to stock 
of record Apr. 2. The annual report will 
be issued in May. Amalgamated’s annual 
report will follow that of Anaconda. Ana. 
showed sharp contraction in earnings in 


1913, and probably a deficit will be re- 
ported. In 1912 Co. reported a surplus of 
$5,025,085. Production in 1913 was about 


20,000,000 Ibs. less than 1912, and Co. re- 
ceived an average of 15% cents a Ib., com- 
pared with 16 cents the preceding yr. If 
Ana. shows cost of 10% cents in 1913 it will 
be doing well. The div. received by Amal. 
from Ana. is about equal to annual dis- 
bursements of Amal., which, however, has 
other income, and its report will probably 
show a surplus. 

Arizona Copper.—Annual report for fiscal 
yr. ended Sept. 30, 1913, shows a balance of 
$583,480 above div. requirements of that 
period. Co. produced 34,230,000 Ibs. which 
compares with —- Ibs. in preceding 
yr., which was a high record. Net profits 
were $1,751,060, or about $650,000 less than 
in 1912. Co. expended $1,834,290 on its 
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new smelter during the yr. The ore last 
a yielded 38.76 lbs. per ton, against 41.15 
bs. in prev. yr. 


Braden.—With output of 2,362,000 Ibs. 
copper in Feb., Co. established a new high 
record of production. Pope Yeatman in- 
timates that cost during 1914 should get 
down to eight cents. The actual cost of 
producing in 1913 not yet available, but 
average for yr. was high owing to unsatis- 
factory conditions at the mills. 


Butte & Superior—Mar. has been a 
record breaker. Total tonnage for mo. will 
be in excess of 34,000, as against 33,520 in 
Jan. and 30,900 in Feb. Total tonnage for 
Ist quarter of 1914 approximates 98,500. 
Recoveries will show better than 90%. 
For yr. ended Dec. 31, Co. made operating 
profits of about $1,000,000, three-fourths of 
which was made in last six mos. of the yr. 
About $3 per share was earned in second 
half of the yr. The forthcoming annual re- 
port will show a credit to profit and loss of 
about $600,000. Notwithstanding the very 
low price for spelter, current earnings are 
running at the rate of about $100,000 
per mo. 


Calumet & Arizona.—The feature of 1913 
report was the increasing importance of 
the Superior & Pittsburgh department. Of 
the 1913 production of 52,987,000 Ibs. of 
opper, Sup. & Pitts.’s contribution was 


c 
75%; of the $4,000,000 net earnings the pro- 
portion was 80%. Costs for the combined 


increased slightly from 7.02 
cents to 7.65 cents. Net earnings of $4,074,- 
000 were nearly $1, in excess of 
divs., altho heavy expenditures for new 
smelter, and new properties more than ab- 
sorbed this balance. Result was that work- 
ing capital declined to about $2,300,000 
from $2,500,000 in prev. yr. Mar. output of 
Cal. & Ariz. was 5,890,000 Ibs. of 
copper. 


Calumet & Hecla.—The 1913 operating 
results of subsidiaries are disappointing 
when compared with 1912, from two causes 
—strike and lower price for copper. Net 
earnings of Cos. mentioned in 1913 were 
$689,700 against $3,758,900 in 1912, a de- 
crease of $3,069,200, or 81%. Cal. & H.’s 
equity in these earnings was $310,000 
against $1,477,500 in 1912, or $3.10 per share 
against $14.77. The parent Co.’s divs. from 
subsidiaries were but $214,440 against $310,- 
000 equity. As to Cal. & H.’s $20,000,000 
investment in outside properties, the 1913 
yr. brought divs. more than sufficient to 
take care of the int. on outstanding notes, 
altho it is patent that it will be a long time 
before the return will be large enough to 

rovide a 5% income on the investment of 
$1,000,000 per annum. 

Chino.—The preliminary figures for Feb. 
indicate a total output of 5,769,948 Ibs., 
compared with 4,018,789 for 1913. This 
makes the output for first 2 mos. of the yr. 
12,447,000, co Epes with 7,418,000 last yr. 
Co. has notified the Bankers’ Trust Co., as 


properties 


lister 


trustee, of its intention to redeem Jly 1 
all of its $252,000 outstanding Ist mtge 
conv. 6% bonds, dated Jly 1, 1911, and due 
1921. Bonds will be paid off at rate of 
110% of their par value, and int. accrued to 
Jly 1, 1914. ights of holders to convert 
into stock of Chino Copper Co. will con- 
tinue until and including Jly 1. 


Chile Copper Co.—Daniel Guggenheim, 
Pres. of Co., says American capital is trans- 
forming Chilean desert into a great mining 
camp. ,500,000 will be invested in plant. 
Mine is est. to contain 200,000,000 tons of 
ore. One particular mine of the Chile Co. 
will start production Mar. 1, 1915; or 4 mos. 
earlier than date originally set. The first 
unit of the plant is 10,000 tons, which 
should be able to produce of the average 
ore 10,000,000 Ibs. per mo., or 120,000,000 
Ibs. a yr. Co. plans to proceed with con- 
struction of a second unit during 1915, and 
possibly will be in operation by end of 
1916. Figures show these two units show 
production in 1917 of 240,000,000 Ibs. of 
copper per annum. 


Goldfield Consol.—The 1913 report indi- 
cates that the div. career is nearing the 
end, unless new and important ore bodies 
are developed. Ore reserves at close of the 
yr. of but 136,000 tons, or say 5 mos. sup- 
ply, were less than half those at close of 
1912 yr. Taken with the continued drop 
in grade of ore—$15.58 per ton in 1913, 
against $40.72 in 1910—the “handwriting” is 
unmistakable. Goldfield’s stockholders re- 
ceived in past 6% yrs. $27,000,000 in divs. 
Aurora Consol. Mines Co., on which Gold- 
field Consol. recently took an option, agrees 
to pay upwards of $1,000,000 for it, was one 
of the boom camps of Nevada over 50 yrs. 
ago. The present Co. began operations 
over a yr. ago, and it is estimated that it 
blocked out more than 1,000,000 tons of 
ore that will average $5 in gold to the ton. 
The option is to be exercised Apr. 18 


Granby.—Co. reports net earnings of 
$167,861 for 3 mos. ending Jan. 31. This 
compares with a profit of $253,808 for Oc- 
tober 31 quarter. During last 9 mos., there- 
fore, it would appear that Granby has 
failed to earn sufficient to meet full div. 
requirements of $6 per share annually, and 
the int. on its bonds. Hidden Creek, how- 
ever, should soon double its current operat- 
ing profits. 


Hollinger Gold. — (Porcupine) gross 
rofits for the 4 wks. ended Feb. 25 were 
$111,679, compared with $101,663 for prev. 
four-weekly period. Surplus on Feb. 25 
was $721,805 

Inspiration.—Directors authorized an is- 
sue of $4,500,000 five-year 6% coupon de- 
benture bonds, dated July 1, 1914, due July 
1, 1919. Bonds to be convertible at any 
time after issue into stock of Co. on basis 
of $25 per share for stock, and par for 
bonds, and redeemable by lot at 105% of 
par in addition to accrued interest on any 
int. date after Jly 1, 1915. Entire issue has 
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been underwritten by syndicate headed by 
J. P. Morgan & Co. Bonds are issued to 
provide funds necessary for enlargement of 
Co.'s plant to 10,000 tons per day, and for 
additional mine development, mine con- 
struction, railroad construction and equip- 
ment, not included in prev. estimates. Co.’s 
annual report will show developed ore of 
89,643,000 tons, of which 73,322,000 tons are 
sulphide ores averaging 1.71% copper. This 
issue of $4,500,000 conv. bonds on top of 
the $6,000,000 already outstanding, comes as 
a surprise. In statement to the N. Y. Stock 
Exchange in Jan. it was said that new 
financing would probably be accomplished 
by sale of treasury stock, of which there is 
537,042 shares available. As of date Novem- 
ber 30 last, Co. had an unexpended cash 
balance of slightly over $2,000,000. 


Miami.—For 1913 yr. the total cost of 
Miami copper was 10,608 cents, including 
every possible expense, even a charge of 
31 cents per ton for ore depletion. For 
Jan. they were 9.78 cents, while for Feb. 
they had been reduced to 8.81 cents, and to 
8.6 for Mar. This cost also includes the 
31 cents per ton depreciation charge, which 
in 1913 amounted to $327,000, or the equiv- 
alent of 1 cent per Ib. of copper. We are 
informed that net earnings for Ist quarter 
of present yr. have been at the rate of $3 


eer share, and it is an official estimate that 
Miami will produce 40,000,000 Ibs. of copper 
in 1914 at a cost which will permit the 
stock going on a $3 div. basis before close 
of the yr. 


Nipissing.—Co. declared regular quarterly 
div. of 5%. Three mos. ago 5% and 2%% 
extra was declared. This is the first time 
since 1909 that extra div. of 2%4% has not 
been declared. The div. is payable April 
20. Books close Mar. 30, reopen Apr. 18. 
This means that the div. has been cut from 
a $1.50 to a $1 per annum basis. Co.’s pro- 
duction, together with falling cash surplus 
in recent mos., has indicated that a cut in 
div. was inevitable. Co.’s Mar. operations 
continued the improvement noted in Feb., 
according to preliminary estimates. Pro- 
duction was $261,378, a gain of $6,000 over 
Feb., and net is expected to be between 
$160,000 and $175,000. Co. during 1913 paid 
$1,800,000 in divs. The yr.’s net was about 
$1,675,000, making it necessary to draw on 
surplus to extent of $125,000. There was, 
however, $125,000 spent on the new mill, 
and charged to operating expense. 


Old Dominion.—During past yr. Co. made 

a new high record for production from its 
own ores, and although earnings were not 
so large as in 1912, owing to lower price 
of copper and expenses entailed by the con- 
struction of a new concentrator, the results 
of the yr. were in every way most 
encouraging. Underground developments 
have been particularly favorable both above 
and below ground. With production of 35,- 
000 Ibs., which is looked for in 1914, 
metal 


cost of 9 cents, and a 15-cent 


market would amount to well over $6 per 
share. Old Dominion Co., of Maine (the 
holding Co.), has declared quarterly div 
(No. 25) of $1 per share, payable Apr. 7. 
This is a reduction from $5 to $4 per an. 
rate. Transfer books close from Mar. 19 
to Mar. 26, both inclusive. 


Ray Consol—In Feb. the Ray mills 
treated 218,767 tons ore, an average of 7,813 
tons per day, which is a new daily average 
record. Costs are coming down. Last mo. 
will show close to 8.7 cents a lb. The first 
10 days of Mar. show treated at the rate 
of 8,138 tons daily. Expect to make from 
70,000,000 to 75,000,000 Ibs. of copper this 
yr. Ray has now reached the mine output, 
and mill capacity as originally planned, and 
will maintain present rate. Pres. Aldrich 
says: “I believe that for an underground 
mine shipping ore from two shafts, Ray’s 
record in development and output compares 
favorably with any mine in the world.” It 
is easy to figure that on production of be- 
tween 68,000,000 and 69,000,000 Ibs. per an- 
num, costs of 8.7 cents a lb. and a 14% 
cent copper market, Ray is earning at rate 
of about $3,800,000 per annum, or about 
$2.50 per share. 


Tonopah Belmont.—Co. declared an ex- 
tra div. of 10% payable May 1 to stock of 
record Apr. 15. Books close Apr. 15, and 
reopen Apr. 20. This is same declaration 
as last Nov. Co. reports for yr. ended Feb. 
28, net $2,015,588. old produced was 56,- 
067 ozs., against 38,371 in 1913; silver 5,142,- 
033 ozs., against 3,826,399. Preliminary ex- 
aminations were made of 57 properties of 
140 submitted. Only one seems to meet all 
requirements. 


Utah Copper-Nevada Consol.—Utah cop- 
per output for Feb. was 9,492,898, compared 
with 10,649,036 Ibs. in Jan. The Feb. pro- 
duction of Nevada Consol. was 4,588,243 
lbs., compared with 5,791,122 in Jan. 


Utah Consol.—Co. makes a surprisingly 
good showing in yr. just passed. Orig- 
inally a gold mine, later one of the richest 
and lowest cost copper mines in the coun- 
try, it has now become pre-eminently a lead 
mine. In 1910 earnings reached their low 
ebb. Since that time there has been a 
steady and substantial recovery. During 
this 4 yr. period, output of copper has re- 
mained practically stationery, but the out- 
put of lead has jumped from practically 
nothing to over 19,000,000 Ibs., and earnings 
have been correspondingly large. Ore re- 
serves have not only been maintained, but 
even increased. 


Mining Notes.—Copper Producers’ Asso. 
reports stocks of copper on hand Apr. 1, as 
64,609,319 Ibs., a decrease of 13,762,533 Ibs., 
as compared with 78,371,852 Ibs. on Mar. 1. 


March. February. 
145,651,982 122,561,007 
69,852,349 47,586,657 
89,562,166 83,899,183 
159,414,515 131,485,840 


Production 
Domestic deliv.... 
Foreign deliv 
Total deliv 





Standard Oil Stocks 


A Good Investment but Dangerous Speculation 
By JOHN WARREN, Editor, ‘Petroleum Age" 


[This department is necessarily brief. In subsequent months we a to give it 
e 


the broad scope that was planned for this issue and make it as comp 


other departments.—Editor.] 


TANDARD Oil Stocks are a good 
investment but a dangerous specula- 
tion. Failure to realize this distinc- 


tion has kept many studious investors 


from consideration of these securities. 
No better investment proposition can be 
found in the public securities market, 
particularly at the present moment, than 
the Standard Oil issues. But the only 
way for the average investor to make 
money out of them is to buy them and 
“sit on them.” The man who buys 
Standard Oil stocks and watches the 
ticker is doomed to perpetual agitation. 

It must be remembered that these 
stocks, although forming the bulk of the 
trading on the New York Curb Market, 
practically are unlisted securities, which 
means that they are subject to wide 
fluctuation. It is a fact, despite rumor 
and assertion to the contrary, that the 
directorates of these companies are con- 
cerned only with the size of the dividend 
they can earn for the shareholder. The 
position of the stocks, marketwise, ap- 
parently is of no concern to them nor to 
the majority shareholders. Assured of 
bounteous dividends and confident of the 
real merit of the securities, the majority 
interest sits tight whether the market 
goes up or down. When prices sag, no 
support is in evidence. If the market 
starts to boom, there is no short selling 
to keep it in bounds. All this should 
deter the speculator but not the investor. 


nsive as our 


The wise thing is to imitate the “insid- 
ers”—forget the ticker and watch the 
dividend record. When the stock of a 
refining or marketing company can be 
had at a price to yield six per cent or 
better, it is a good purchase. In the 
producing end of the business the element 
of chance is so strong that expert oil men 
insist a producing company’s stock should 
sell to yield ten per cent. The same thing 
holds for the pipe line stocks as they share 
directly in the risk of production. 

Regarding these shares as an invest- 
ment proposition, the most striking fea- 
ture is their under-capitalization, with 
respect to their earning power. This is 
most forcibly illustrated by the fact that 
since the dissolution, which became ef- 
fective on December 1, 1911, the total 
capitalization of these thirty-four com- 
panies has increased from $277,015,954 
to $450,615,954. This was accomplished 
by stock distributions aggregating $121,- 
200,000 and subscription rights at par 
totaling $42,400,000. 

Meanwhile, in the two years and three 
months since these companies have been 
operating independently, cash dividends 
have been paid aggregating $177,400,358. 
Irrespective of subscription rights, the 
holders of the $277,015,954 stock in the 
group, at the time of dissolution, have 
received since, in stock and cash, $298,- 
600,358, or more than 100% of the value 
of their original holdings. 














STANDARD 


It may be asked if this tremendous ex- 
pansion of the past two years has not 
exhausted the investment possibilities of 
these issues. This would seem a natural 
inference, but the facts are to the con- 


trary. 

Standard Oil Company, California, for 
instance, which increased its capitaliza- 
tion from $25,000,000 to $50,000,000, 
through subscription rights at par, re- 
cently has decided to increase its capital- 
ization to $100,000,000, and having 
shown a surplus of $35,000,000 on De- 
cember 31, 1913, will be able to achieve 
its expansion by distributing $25,000,000 
as a stock dividend and an additional 

25,000,000 in subscription rights. 

Standard Oil Company, Kansas, which 
increased its capitalization in June 1913, 
from $1,000,000 to $2,000,000, by a stock 
dividend, had a surplus at the close of 
the year of $1,371,205, which is already 
68% of the increased capitalization. 
Taken in connection with the fact that 
the company is earning close to 100% 
on its new capitalization, and is paying 
40% in dividends, it should be ready for 
a second 100% increase by means of a 
stock dividend within another year. 

The same condition obtains in the Solar 
Refining Company, which increased its 
capital from $500,000 to $2,000,000, by 
a 300% stock dividend last June, and six 
months later, at the close of the fiscal 
year, showed a surplus of $1,637,000 on 
its increased capitalization, or more than 
81%. 

Standard Oil Company, Indiana, in 
May, 1912, startled the industrial world 
by declaring a 2900% stock dividend, 
thereby increasing its capital from 
$1,000,000 to $30,000,000. Nineteen 
months later, having distributed in the 
interim cash dividends of $13,500,000, it 
had a surplus of undivided profits ag- 
gregating $15,303,741, or 51% of its 
capital. 

South Penn Oil Company, which in 
June of last year, rewarded its stock- 
holders with a 300% stock distribution 
and 100% subscription rights, thereby 
increasing its capital from $2,500,000 to 
$12,500,000, already has accumulated a 
surplus of $11,545,387, which would in- 
dicate its ability to reward its share- 
holders soon again with an increase in 
capitalization by a stock dividend. 
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Vacuum Oil Company, which raised 
its capital from $2,500,000 to $15,000,000, 
by 500% subscription rights, now has 
undivided profits of $17,000,000, indicat- 
ing the possibility of doubling the capital 
by a stock distribution. 

Ohio Oil Company’s surplus is $65,- 
000,000 on a $15,000,000 capitalization 
after paying dividends of 152% in 1913. 
Prairie Oil and Gas Company, which 
had to stop paying dividends to finance 
an unprecedented business expansion, in- 
creased its assets by $19,000,000 last 
year and has a surplus of $52,000,000 on 
$18,000,000 outstanding stock. 

This should be convincing that capital 
expansion among these companies rather 
than being ended has just begun. 

The reason for this steady growth is 
twofold. Practically all the companies 
were undercapitalized at the beginning 
of independent operations, both with re- 
spect to their earning power and their 
entrenched position in the industry. 
Moreover, the aim of the directors, who 
have inherited the far sighted business 
policies of the men who developed the 
oil industry, is to put back into their 
business fully fifty per cent of the profits, 
thereby compounding their earning pow- 
er. The inevitable result of this is capital 
expansion, through stock dividends. 

I have known investors who were 
frankly suspicious of the oil stocks be- 
cause of their abnormal earnings and 
high dividends. The ratio of profits cer- 
tainly is out of all proportion with the 
return on capital invested in other in- 
dustrial lines. The explanation lies in 
the fact that aside from the business of 
marketing, the oil industry is practically 
a continuous performance. Once an oil 
well is brought in, it flows night and day 
for seven days a week. The pipe line that 
conveys the oil from the wells to the re- 
finery, necessarily runs night and day. 
So does the modern refinery. 

There is no waste motion in the indus- 
try. Day and night the producing, tran- 
sporting and manufacturing plants are 
rolling up profits on the invested capital, 
while in other industrial lines, the plants, 
representing capital investment, are idle 
during fifty per cent and more of every 
twenty-four hours. 

Just now, there is a lull in the oil in- 
dustry. Protracted industrial depression, 
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resulting in the shutting down of in- 
dustrial plants and the slackening in all 
lines of transportation has lessened the 
demand for lubricants and fuel oil 
throughout the latter part of 1913 and 
the first quarter of the current year. Re- 
cently, the refineries have stopped buying 
oil except for immediate needs and hop- 
ing to force a break in the crude oil mar- 
ket, have refused to renew contracts for 
their raw material. 

The anticipated break in the price of 
crude has come, but in the Mid-Continent 
and Gulf Coast fields the immediate de- 
termining factor was over-production. 
Since January 1, daily production in the 
Kansas-Oklahoma field shows the enor- 
mous increase of 40,000 barrels a day, 
while 18,000 barrels a day is the addition 
to new production in the Gulf region. 

As a consequence, Mid - Continent 
crude has fallen from $1.05 to $.85 a bar- 
rel and in all probability will go ten cents 
lower. The Gulf oils have fallen off 
about thirty cents a barrel. The high 


grade oils of the Appalachian field have 


been cut ten cents a barrel. This reduc- 
tion is the direct result of a cumulative 
slackening in demand. Daily shipments 
by the pipe lines east of the Mississippi, 
were 73,000 barrels up to November last 
but by March they had fallen to 43,000 
barrels. 

Although cheapness of raw material 
usually is conducive to increased busi- 
ness activity and a wider margin of 
manufacturing products in other indus- 
trial lines, persons who have taken a 
speculative position in the oil stocks fail 
to take that view of the situation. The 
moment Mid-Continent oil declined, 
stocks came tumbling down and there 
were sharp declines among all the refin- 
ing stocks, which should be the first to 
profit by the break in the crude market. 

This particular incident is typical of 
the action of the oil securities market. 
While the buying movement was on, 
every possible favorable factor in the 
position of favorite companies, was dis- 
counted and stocks were sent skyward, 
reaching figures which would approxi- 
mate their true worth a year or more 
hence. Conversely, any unfavorable fea- 
ture, no matter how slight, seems to have 
equal force in depressing these securities. 


Surely, it is not a market for a nervous 
investor. 

The fact remains, however, that at the 
levels reached during the recent slump, 
refining stocks which exhibit a high and 
sustained earning power with roseate 
prospects for future capital increases 
through stock dividends, are now selling 
to yield the investor between 8% and 
9%. Marketing companies’ stocks are 
selling to yield above 7%; the pipe line 
companies (the transportation end of the 
industry) offer investments which will 
yield from 10% to 14%. Producing 
companies may be left out of considera- 
tion just now on account of the uncer- 
tainty of the crude oil market, but the ex- 
perience of the past gives no ground for 
belief that their earnings will be reduced 
materially during 1914. 

During the two years and three months 
that have elapsed since the dissolution, 
Standard Oil securities have shown a 
steady appreciation in value, which is 
indicated by the market price of the share 
of old stock of Standard Oil Co. of New 
Jersey “all on,” which means including 
the fractions of the thirty-three former 
subsidiary companies with all capital ac- 
cretions. On November 15, 1911, when 
the form of dissolution was announced, 
one share of the old stock sold at $630; 
in January 1912, the price was $680 Bid; 
June 1912, $920 Bid; January 1913, 
$1,170 Bid; June 1913, $1,025 Bid; Jan- 
uary 1914, $1,260 Bid; and on March 12, 
1914, which was about the crest of the 
recent upward movement, the various 
stocks sold at price which gave an actual 
value of $1,542 per share of old stock 
“all on.” Since that date, the decline has 
been steady until at the present time, the 
price of the old stock “all on” is slightly 
below $1,400. There are some who be- 
lieve that the present lull will continue 
over a period of time. The writer holds 
the contrary. It will be unfortunate if 
the stocks are rushed back to the high 
levels of a month ago, but the earnings, 
the dividends, and the prospects for these 
securities, are very little altered from 
what they were at the beginning of the 
year. 

The reduction in the price of crude oil 
is only a normal adjustment and will 
work out beneficially to the further ex- 
pansion of the industry. 

















SPECULATION : Operations wherein intelligent foresight is employed for the purpose of deriving a profit from price changes 


Sequel to “A Specialist in 
Panics” 


How Changed Market Conditions Forced the 
Adoption of New Methods 
By HIMSELF 


OU remember me. I’m the 
“Specialist in Panics.” 
Several years ago I wrote 
the story of how I got a hunch that 
money could be made by investing, or 
speculating, if you like, in stocks; how I 
started plunging in one share lots, 
found that process too slow, got in 
over my head in Cordage, went broke 
and lost my job in the panic of 1893. 

Then you remember, after being 
figuratively dropped out of the seventh 
story window, I sat down on the side- 
walk and reasoned it all out, and 
finally, getting the right point of view 
on this Wall Street proposition, I de- 
cided to play panics, and nothing but 
panics. 

In case you never read the story I 
will summarize it for you so that you 
will know where we left off. Some 
people said after reading the tale of 
my defeat and final victory that I 
should have been a short story writer. 
The only kind of a story I like to 
write is the record of my transactions 
in stocks—particularly as these show 
a balance on the credit side. Such 
stories are very brief, but they mean 
a lot, and there is in them all the 
-eraaaion and tragedy one could ask 
or. 


After my “Cordage jolt” I began 


saving money, dividing it into living 
expenses, emergency fund and money 
for speculative purposes. All this was 
in preparation for the next panic. I 
didn’t know when this time would ar- 
rive, but I wanted the largest possible 
amount of funds on hand when it did. 
(Previous to that time I was blessed 
with a panic every year or two.) In 
further punishment of my 1893 mis- 
take, I had to sit and watch stocks 
go up all through the bull market from 
1899 to 1901. BUT— 

When May 9 came I got long of 
Steel common at 30% and 25%, and 
in the subsequent rise realized 50 for it. 
My original investment had been 
about $1,300, but I now had $2,500, 
which I deposited in my account with 
a trust company, adding additional 
savings to it from time to time. By 
1903 I had over $6,000 to my credit. 
The famous drop in Steel common 
from above 40 to below 9 was well 
under way, and I was eyeing the quo- 
tations greedily, having made up my 
mind that another opportunity was 
coming. To make a short story 
shorter I finally bought 200 at 10%, 
300 at 9% and 100 at9%. A paragraph 
from the original story reads: 

“Before the year was out, 
Steel crossed 30, which gave 
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me $10,000 clean profit. In 
1905, after running up nearly 
to 40 and back to 55, it closed 
the year around 42 or 43, and 
I put a stop order on 200 
shares at 40. Soon after a re- 
cession came, the stop was 
caught, and I was out of one- 
third my holdings at a profit 
of $6,000 real money, besides 
aoe paper profits of $12,- 


After the market had _ recovered 
from the San Francisco earthquake I 
finally sold 200 shares at 50, and placed 
a stop on the remaining 200 at 47%. 
This stop was caught, and my record 
then showed: 


Panic No. 1.—Capital 
Profits 

Panic No. 2.—Capital (new).. 
Profits 


Then came the panic of 1907, in 
which I bought 100 Steel at 30%, 100 
at 28%, 100 at 26%, 100 at 24%, and 
700 at 227%, giving me 1,100 shares at 
an average cost of 24%, including 
commissions. 

At the time I completed the story, 
in the summer of 1908, Steel was 47, 
and I had a paper profit of $25,000, 
and was in a position to sell out my 
1,100 shares for $51,700. As then 
stated I was not looking for dividends 
so much as a chance to sell out in a 
boom, and the figure I had in mind 
was far above 55, which up to that 
time was about the highest figure at 
which the stock had sold. My idea 
was that 4 per cent. dividends would 
make Steel sell at 75. But I was look- 
ing for the extreme excitement which 
would accompany a big public specu- 
lation, and had an idea that the insid- 
ers would some day produce just this 
sort of a market to sell on. Read the 
story over and you will find that I 
said: “At that time I shall sell, espe- 
cially if insiders are showing me why 
I should buy.” 

That’s as far as the story went, but 
there is a lot more to it. That’s why 
I am writing this sequel. 

In November, 1908, Steel sold above 


58, at which price I had over $37,000 
profit. Then there was a decline of 
several points, and one fine morning 
I came down to the office, and found 
that an open market had been de- 
clared in the price of steel products. 
The stock responded to this develop- 
ment by breaking below 42. Steel 
men often quote that episode of early 
1909 as the time when the Steel crowd 
fooled everybody in the trade and in 
the stock market. I always had the 
idea that the real object of this move 
was to let insiders get long of a big 
line of stock, and while it worried me 
considerably to see my paper profits 
cut in half for the time being, I didn’t 
stay worried long, for Steel thereafter 
rose steadily, until in October of the 
same year it was up in the 80's, and 
I had more profit to my credit than I 
had ever dreamed of in my early days. 

The rate of dividend was being in- 
creased from \% per cent. to % per 
cent. quarterly, with rumors that it 
would be placed on a 5 per cent. or 6 
per cent. annual basis. These rumors 
excited the public, and began to warn 
me that we were not far from the top. 
I made up my mind that none but a 
fool would let it drop back below 80 
again, so I put a stop order at that 
figure, and kept moving the stop up 
behind the advance so that it was al- 
ways within three or four points of the 
top price. 

You remember the big market that 
was made when Steel sold up in the 
90’s? How hundreds of thousands of 
shares were traded in daily, and every- 
body was sure it would sell all the way 
from 125 to 200? Well, that was the 
time I had been looking for since the 
panic of 1907. When the stock sold 
above 94 I had my stop at 89%, and 
ready to move it up higher if Steel 
kept on booming, but this figure 
proved to be my last supporting point, 
so to speak, for early in October of 
that year the price reacted several 
points and caught my stop on the way 
down. My profit on this campaign 
was over $70,000, and, added to the 
original capital and profits which had 
accumulated after panics numbers 1 
and 2, I was nearly $100,000 to the 
good, nearly all of which represented 
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profit made in the panics of 1901, 1903 
and 1907—an interval of about 8 years. 
Of course this convinced me more 
than ever that I had the right method, 
and I did what every other sensible 
man should do when he gets hold of 
a pile like that. I put half of my cap- 
ital into annuities, which, while they 
only paid me a very low rate, guar- 
anteed me and my family against want 
for the rest of our lives. Then I put 
$25,000 into safe bonds and preferred 
stocks, and set aside the remainder as 
working capital for future panics. 

Please note that it was not my in- 
tention to again risk the whole wad, 
no matter how attractive a situation 
might appear. For while many people 
disagree with me, I believe that the 
more money a man has the less he 
needs, and was bent “playing safe.” 

Then, following my usual custom, 
I began to look for the next interest- 
ing spot on the financial map, namely, 
another panic. But no panic arrived. 
We had a big slump in 1910, and an- 
other in 1911. There was plenty of 
liquidation, but nobody seemed to get 
so intensely excited over it that they 
were willing to throw things over re- 
gardless of price. 

Steel sold down to 62 in 1910, then 
up above 82, and on the big liquidation 
during the summer of 1911 it sold at 
52. Here were some pretty big moves 
that I didn’t get a sou out of, and 
when the market began to rally in the 
fall of 1911 I felt sore. It seemed as 
though we had just escaped a panic, 
and I would have no opportunity un- 
til after the next boom. 

But in October of that year when 
Steel was around 70, the Government 
filed its suit against the corporation, 
and for a few days there was what 
might have been considered a panic 
in that stock, although the rest of the 
market wasn’t a bit panicky. It looked 
to me as though the big fellows were 
buying other stocks while Steel was 
weak, and if this were true, there 
wasn't going to be any panic. So 
after Steel had broken to around 50, 
and fiddled between 52 and 54 long 
enough to show that it had probably 
seen its worst, I had a serious confab 
with myself as to whether I shouldn’t 
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break my time honored rule, and not 
wait for a panic. 

Why not buy the stock on the 
ground that it was still a 5 per cent. 
stock selling at 50, the cause of the 
decline being not a general scare 
among holders of various stocks, but 
only of that particular issue? It looked 
like a little panic in “Little Steel,” 
and it didn’t seem to me that the com- 
pany’s earning power would suffer 
very much from the Government suit, 
this being a fight that would take two 
or three years, and the company could 
meanwhile go on doing business and 
paying dividends just the same. The 
5 per cent. rate seemed to be safe, and 
I concluded there would be a big rally 
from this decline anyway, and the 
stock ought to be bought for that rea- 
son alone. I would have the privilege 
of selling out in case it should start 
another break below 50. 

Finally I bought 500 shares below 
54, putting up a 20 point margin, and 
deciding that I would act according to 
circumstances. My main purpose was 
to profit by the rebound, and to put 
into practice a theory that I had been 
working on during the years I had 
watched the market. This theory was 
suggested by the fact that panics were 
not coming along as regularly as they 
used to. The financial structure 
seemed to be somewhat different for 
various reasons. One of the main 
causes was the concentration of banks 
and trust companies into fewer but 
stronger institutions, comprised mainly 
of two important groups controlled by 
the Morgan and Standard Oil interests 
respectively. 

The blame for the 1907 panic has 
been laid at various doors, but one of 
the main troubles was the number of 
weak banking institutions in New 
York and elsewhere, and it seemed as 
though the big interests in New York 
immediately got busy after that 1907 
panic, and put the New York banks 
and trust companies into such shape 
that nothing of the kind could occur 
again. Morse and Heinze had been 
speculating in banks on margin— 
pyramiding, too; so Morgan and 
Rockefeller scooped in all the small! in- 
stitutions, and tied them up in a 
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couple of big bundles, so that they 
couldn’t become the mediums for spec- 
ulation in future. 

By that time, too, the big industrial 
trusts had become pretty well organ- 
ized, and while we had fluctuations in 
the important commodities, there was 
not so much of the “Prince and 
Pauper” as in former years. Never- 
theless, there was a school of so-called 
financial authorities and economists 
who were predicting panics, figuring 
out their dates with mathematical pre- 
cision. One school of these experts 
could give you seventeen reasons why 
the next panic should occur in 1912, 
but there were a lot of nineteen thir- 
teeners who didn’t agree with the 
nineteen twelvers at all, and so while 
one had to make his own guesses as 
to the probable time of arrival, there 
could be no doubt that it would be in 
one of these disputed years. So many 


people got to figuring on panics that 
it reminded me of a condition the 
stock market reaches at times when 
everybody is very bullish on this or 


that for some reason or another— 
usually the same reason—and when 
the crowd begins to concentrate on 
something that is sure to happen, you 
can bet it won’t happen. This is what 
seems to be the matter with my “panic 
game.” Too many people are expect- 
ing panics. Too many doctors are 
diagnosing financial diseases, with the 
result that the patient gets well. 

All the while I had beeen waiting 
for panics to take place there were 
some very big moves in the market, 
and these added together made much 
more than the decline or advance that 
was generally scored in a panic. Look 
at the period from 1909, when Steel 
sold at 94%, to 1911 when it reached 
5O. A decline of 45 points only de- 
scribes a small part of the things that 
happened in between. Taking the 
movements of 5 points or more in this 
interval of two years I found that 
Steel had traveled a total of 333 points, 
equal to a theoretical deeline from 95 
te 10, followed by a rise to 248. Some- 
how I made up my mind that profits 
could be extracted from all these 
fluctuations, and while I was wrang- 
ling with myself as to whether I 


should buy the Steel, the answer came 
to me—as most good things do—in a 
flash. This really helped me to come 
to a decision. I saw that by purchas- 
ing the stock I would be in a position 
to test out my plan, and I could al- 
ways clean house by getting out of the 
stock if I saw that f was in wrong. 
Even a 5 point loss (if I decided that 
it should be accepted) would mean a 
sacrifice of only a small part of my 
capital, and the more I considered it 
the more certain I became that I was 
right in my decision to purchase, and 
in my plan of operation. 

I am not willing to give all the de- 
tails of my operations in Steel since 
that time. 

First, because I consider that any- 
one who works out a successful plan 
should keep it to himself for his own 
protection, and 

Second, because I feel that my story, 
a “Specialist in Panics,” which was very 
widely circulated both in THE Maca- 
ZINE OF WALL STREET and in the book 
entitled “Fourteen Methods of Oper- 
ating in the Stock Market,” influenced 
a great many people to become panic 
players; and while my intention in 
writing that story was to help other 
people, I feel that the suggestion has 
been to their detriment because of 
something beyond my control—a com- 
plete absence of panics. 

It has been like a funeral without 
a corpse. 

You would be astonished to know 
how many people I have met who had 
acquired this panic idea from some- 
where (I am not taking all this credit 
on myself, but feel that I have con- 
tributed), and I don’t want to give any 
more detailed instructions for doing 
speculative stunts without some assur- 
ance that the market will be the same 
old market in the future. 

I do wish to say, however, that I am 
no longer a “Specialist in Panics.” I 
have reformed. My present purpose 
is to profit by the intermediate changes 
in the prices of stocks without waiting 
long intervals for the panies which have 
not and may not come. From October, 
1911, to September, 1912, I realized 
more points profit than there was in 
the rise in Steel from 50 to 80, because | 
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took advantage of both the up and 
down moves. Last summer when the 
stock sold a fraction below 50 again 
I was in a position to buy, and have 
since profited by the moves between 
50 and 67. 

A little illustration here will be 
timely. If you bought 100 Steel at 
50, and it rallied to 66, you could take 
16 points profit. Then if you bought 
it back again at 54 your net cost would 
be 38. My plan is something like this 
only there is much more to it. I trade 
on both the long and the short side, 
and never risk but a very small part 


of my original capital. Mistakes in 
judgment come occasionally, but they 
do not put me out of business. I bob 
up serenely at the next opportunity. 

My suggestion to those who read 
this is plain to be seen: 

Don’t wait for panics; get the in- 
between moves. 

Don’t buy for income, but buy and 
sell (short if necessary) for profit. 

Don’t bother about dividends be- 
cause these are trifling incidents in 
the main moves. 

Get your profits out of the fluctua- 
tions. 








Practical Points on Stock Trading 


Helpful Observations Based on Years of Experience 
By SCRIBNER BROWNE 








I1V—The Influence of Stop Orders 


E continue our discussion of 
technical conditions, as af- 
fecting the trader who is en- 

deavoring to catch the intermediate 
swings of ten or more points in the 
active stocks. He is, of course, not an 
investor in any proper sense of the 
word, and aside from a moderate 
amount of attention to money rates 
and the banking position, he can if he 
wishes practically ignore strictly invest- 
ment conditions. But technical conditions 
are very important to his success, and 
he needs to understand them as thor- 
oughly as possible. 

ok * 


* 


"T HE presence of stop orders above 

or below the current plane of 
prices will, if they are in any consider- 
able volume, have a decided effect on 


the trader’s position. The first ques- 
tion in this connection is: How are 
we to discover whether such stop or- 
ders are present or not? 

The reports on this subject which 
are from time to time heard floating 
around the Street, or are ‘phoned by 
customers’ men to their more active 
following, are hardly ever to be taken 


at their face value. This is chiefly 
because actual information about stop 
orders is, as a rule, unobtainable. Re- 
ports on the subject are pretty sure to 
be guesswork. 

It is to be remembered that stop or- 
ders are, as a matter of general policy, 
almost universally deprecated by the 
largest Stock Exchange houses. This 
is not exactly because stop orders are 
to the disadvantage of the individual 
trader in the handling of his own ac- 
count. They may be or they may not, 
according to his method of working. 
But in a broad way stop orders are a 
bad thing for the market, and nearly 
always an unpleasant and troublesome 
thing for the house that has to handle 
them. 

The execution of a stop order al- 
most always represents a loss for the 
account of the trader who placed the 
stop. True, it may be the means of 
saving him from a much larger loss— 
but, nevertheless, it is a loss, and 
losses are always unpleasant. The 
house would prefer to see its custom- 
ers hold their stocks until they can be 
closed at a profit. 
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Again, an accumulation of stop or- 
ders makes the market erratic and un- 
certain, and of course the best houses 
dislike this condition. Still another 
reason is that prices have an annoying 
way of falling just to the trader’s 
stop or a little beyond, and then 
quickly recovering lost ground so that 
the trader would have had a profit if 
he had only had a little more courage. 
This fact also tends to make stop or- 
ders unpopular with brokers. 

* o* * 

OF course the most important stop 

orders are not put on the floor. 
In fact they usually do not exist any- 
where except in the mind of the operator. 
He has, let us say, a big line of Steel 
common. He makes up his mind that 
if Steel declines to 62 he will close out 
his line, as that much decline would 
indicate to him that his judgment of 
the situation has been wrong. 

Such a determination on the part 
of the operator is exactly equivalent to 
a stop order on his holdings of Steel 
at 62; but there is no record of that 
determination anywhere, and no possi- 
ble way of getting information about 
it in advance. The operator does not 
tell his broker to put a stop at 62 be- 
cause he very well knows that such a 
course would invite attack. If through 
any “leak”—and it is very difficult for 
any brokerage house, no matter how 
honorable, to stop all possible leaks— 
the fact became known to the floor 
traders that a big line of Steel would 
be stopped out at 62, they would all 
be expecting the price to decline to 62, 
and would therefore hesitate to buy 
even if they did not take the short 
side. 

The small trader, of course, need not 
hesitate to put in his stop in advance. 
He is merely a fly on the wheel, and 
his position will have no perceptible 
effect on the market. 

Therefore, when you hear about 
stop orders just under the market, if 
the information is correct it is likely 
to refer to an accumulation of small 
orders, and it is rare that such small 
orders are numerous enough to con- 
trol the market—or at least it has been 
rare during recent years. Back in the 
palmy days of 1901, when all the 


world was in the market, the aggre- 
gate of small orders was not to be 
despised. Those periods don’t come 
very often, and it’s just as well they 
don’t. They represent merely the rest- 
lessness of “foolish money,” quickly 
made and as quickly lost. 

*” * * 


*T HERE is a genuine psychological 

reason why the trader is so 
often stopped out near the bottom 
only to see prices quickly rise again 
as soon as he is out of the way. 

For example, you think Union Pa- 
cific is going up. You buy a little and 
say to yourself, “If my idea is right, 
U. P. ought not to go below 150; if I 
am wrong, I'll get out and try again.” 
So you place your stop at 1493. 

The same reasons that led you to 
this conclusion have led many others 
to the same conclusion. The result is 
that there are a number of stop or- 
ders near 150, and when the price gets 
down there considerable scattered 
selling appears. Now, it is selling 
that makes low prices. When the sell- 
ing is over, the price naturally tends 
to react, and buyers again get up their 
courage to take hold. 

You always have to remember that 
when you feel a certain way about the 
market, a lot of other people are feel- 
ing just the same way. What you 
have to do is to be a little bit cleverer 
than the others—for example, to buy 
when the stop orders are executed 
around 150. Then you can safely 
enough put in your own stop at per- 
haps 149 after the market has turned 
upward. 

But it takes you a number of years 
to get to be cleverer than others— 
cleverer than the market, in other 
words—and in the meantime you are 
very likely to put your stop in the 
wrong place. 

a * * 
§° far as judging the market is con- 
cerned, any order to buy or sell 
“at the market” in order to cut short a 
loss, may as well be considered a stop 
order, whether it is ever placed in the 
exact form of a stop or not. 

The only practical way to tell 
whether enough stops are present just 
below the plane of prices to make it 





PRACTICAL POINTS ON STOCK TRADING. 75 


dangerous to buy stocks is by watch- 
ing the action of the market. For ex- 
ample, suppose some piece of bad news 
comes out, and there is a merry rat- 
tling down of prices for an hour or 
two. Holders of stocks are selling 
either to prevent losses or to cut losses 
short. Then the market rallies. 

Then the question is, Will there be 
more of the same kind of selling if 
prices go lower still? Or to phrase it 
from the news standpoint, Has the 
piece of bad news had all its effect or 
has it so weakened the situation that 
there will be further heavy selling if 
prices start down again? 

An experienced trader can get .a 
pretty good idea as to the above ques- 
tion by watching the behavior of the 
market after the natural rally from the 
first break is over. If the market be- 
comes dull on the next decline, with- 
out going much, if any, lower than on 
the first break, and then begins to 
harden, it is plain that the principal 
stop orders were reached on the first 
decline. 

Sometimes there is no second de- 
cline, and then the situation is harder 
to read. There may simply be a rally, 
a day or two of dullness, and then a 
further rally. But in the slow markets 
of recent months this is not so likely 
to happen. 

Formerly a favorite method of small 
traders was to place a stop order just 
beyond the last turning point of the 
price, or “point of resistance,” as it is 
often called. That works very well 
in a big market, where prices are being 
made by the operation of strong, nat- 
ural forces, or by the heavy buying 
and selling of the great banking inter- 
ests. But in a small market, where 
scalping considerations become greatly 
magnified in importance, an accumula- 
tion of small stops just beyond the 
last turning point may afford the nec- 
essary inducement to carry prices just 
far enough to reach the stops. Hence 
that method of placing stops has 
fallen somewhat into disrepute of late. 

That is only another illustration of 
the fact that you can’t work by in- 
variable rules of any kind. You have to 
take every situation as it comes and act 
accordingly. 


HAT the trader has to do in 
practice is to go at the market 
in an analytical way. Prices have de- 
clined, let us say. What caused the 
decline? Primarily, selling, of one 
sort or another. What kind of selling 
was it? Was it a raid by shorts? lf 
so, what encouraged them to make the 
raid? Was it successful—that is, was 
enough long stock sold on the decline 
so that the short lines put out in de- 
pressing prices could be covered at a 
profit? If so, the bears are likely to 
try it again pretty soon. If not, the 
short interest has been increased, and 
the market correspondingly strength- 
ened, even though prices may be 
lower. 

If long stock was sold on the de- 
cline, where did it come from? Did 
it represent the liquidation of stocks 
carried by cash investors in the belief 
that prices must go much lower? If 
so, that stock is likely to remain for 
some time a permanent burden for the 
market to carry. Did it represent the 


cleaning up of a lot of small stop or- 
ders, and if so, are there more of these 


stop orders at still lower prices? Or 
again, did it represent the reversal of 
some big speculative position, taken 
by a large floor trader or a group of 
such traders? Of late this element 
has become much less important than 
formerly, but it will undoubtedly re- 
vive some time. 

When prices advance similar ques- 
tions arise. What was the character 
of the buying? Have investors taken 
the stocks permanently off the market? 
Was it speculative buying for a small 
turn on the long side? as a short 
interest driven to cover on the ad- 
vance? If so, are there more shorts 
left to cover at still higher prices? 
Were stop orders on the short side en- 
countered, and if so, what shape was 
the market left in after the stop or- 
ders were executed? Did it decline 
quickly, showing that the most urgent 
demand was from shorts, and that 
prices could not uold their own after 
that demand was satisfied? Or was 
it able to hold its own after the shorts 
were out of the way? And so on in- 
definitely. 

To the novice these questions may 
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seem very difficult to answer. It may 
seem to him that, having very little 
as a sure basis to go upon except the 
record of sales, he cannot possibly de- 
cide all these complicated points. But 
the difficulties are not after all nearly 
so great as they appear at first glance. 
After you have watched the market 
closely for a year or two, keeping 
whatever kind of records you find it 
easiest to handle and interpret, the 
light will begin to dawn on you. 
“Reading the market” is by no means 
an impossible feat, as many have dem- 
onstrated. 
* * + 

§° long as a market is full of scat- 

tered orders to sell long stocks on 
stop it is useless to buy, for no kind 
of bull news will put up prices. There 
may be occasional rallies, but these 
are not worth trying for. The trend 


will be down until the stop orders are 
cleaned up. 

The cleaning up process is often 
completed by a sharp drive at the 


market, accompanied by some unfav- 
orable news announcement. At this 
time the market will, of course, look 
weaker than at any previous point in 
the decline. But buyers at this point 
are nearly all of a shrewd and cour- 
ageous class, not easily shaken out by 
further bearish demonstrations, so 
that this performance is likely to 


mark the culmination of the decline. 

The same thing is true on the other 
side of the market—it is useless to sell 
short until those scalping shorts who 
habitually stop their losses have been 
pretty well eliminated from the situa- 
tion. This condition is often shown 
by a quick, sharp break in the active 
stocks, starting from near the highest 
prices reached on the movement. The 
philosophy of this is that the demand 
from shorts having been satisfied, 
there is found to be no other demand 
at the high plane of prices which has 
been reached. 

Conditions are not exactly the same 
on the two sides of the market, be- 
cause the public will not sell short to 
any considerable extent. At the bot- 
tom of a prolonged decline there is 
usually an outside speculative interest 
which has about reached the limit of 
its money or its courage, or both. At 
the top of an advance there is no pub- 
lic short interest to correspond with 
this outside long interest. Conse- 
quently the behavior of the market is 
different. 

The short interest at the top of an 
advance is nearly all professional or 
semi-professional. The long interest 
at the bottom of a decline contains a 
much larger percentage of the outside 
public. 

(To be continued.) 


The Ticker 
By L. J. Wrutams. 


(What Poe Might Have Written.) 
EAR the ceaseless busy click— 


Ticker’s click! 


Varied are emotions that are carried in each tick! 
How it holds us with its chatter 
Through the hours tense and drear! 
Such a saucy, taunting clatter 


Is the steady, low-voiced 


atter, 


Bringing joy and smile or fear; 
hile men watch and wait 
For the dull decree of fate 
As their woe or jubilation comes with each emphatic tick, 
With the click, click, click, click, 
Click, click, click— 
With the cool, indiff'rent sounding of each click. 








The Interpretation of Price 
Movements 


By O. K. McG. 











HARTS confused me until I 
learned to translate their records 
of price movement and volume 

into stock market language and do my 
thinking in that language, so to speak, 
instead of in chart readers’ parlance. 
For instance, if the price of a stock as 
shown by a block trend chart yester- 
day fluctuated between 6534 and 66% 
and today ranges between 65% and 
6654, a chart reader would say the 
stock was “spreading” and would draw 
some formulated conclusion from this 
“sign.” One should properly take this 
increased price range simply as a fact 
and make mental inquiry of himself as 
to the probable identity and motives of 
the various individuals who bought 
and sold in the “new ground,” so that 
any action he may take in consequence 
will be based on his hypothesis as to 
the soundness of the views of either 
buyers or sellers. 


Suanes 
100,000..... . 


“olla 


M4 Wn a7 2029 on Be o 24 
Manuary 


Again, a typical chart reader speaks 
and thinks of a stock “making a top” 
or “making a bottom” as if the top or 
bottom were a fixed barrier, something 
inanimate and material. When these 
things are shown on a chart, I en- 
deavor to think rather that “the rise is 
meeting stock” or “the decline is en- 
countering support,” because this line 
of reasoning will lead naturally to the 
question: “How much stock is met— 
and whose stock is it?” or “How 
strong the support? From whom does 
it come? Why is it given?” 

If the active trader will give a chart 
its proper degree of relative impor- 
tance in his trading equipment, if he 
will consider it as an inanimate tool— 
not as a “talking paper” that will hand 
him conclusions ready formed—he will 
profit thereby. I find the proper con- 
templation of a chart useful frequently 
in confirming and clarifying impres- 
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sions received from the tape and other 
sources. 

Take the accompanying iliustration, 
condensed from a block trend chart of 
Steel Common. It gives a chapter from 
recent stock market history, showing 
in graphic form how a strong up-swing 
often halts, develops into a gradually 
narrowing trading movement as price 
motion comes to rest in equilibrium— 
and ultimately breaks into sharp reac- 
tion. 

Beginning January 13, buying 
power, which had overcome the weight 
of selling, produced a strong upward 
movement. The general market 
reached a climax on January 23. On 
that day also the selling of Steel be- 
gan to counterbalance the buying 
somewhat. But it did not appear in 


sufficient weight to check the rise until 
January 31 at the 67% level. 

From that date until February 24 we 
see the two forces, buying and selling 
of Steel, are of approximately equal 
strength and gradually diminishing in 


volume and intensity, causing the price 
of the stock to oscillate between grad- 
ually decreasing limits. Traders not- 
ing the support on January 29 and the 
pressure on the 31st placed subsequent 
orders to buy or to sell close within 
these “resistance points” according as 
they were bullish or bearish, causing a 
gradual narrowing of the price range. 
The pendulum is coming to rest. 

Charts of Reading and Union 
showed a downward drift and an ir- 
regularity in the limits of their price 
range. It is seldom that more than one 
of the leaders approaches equilibrium 
with the marked regularity of Steel on 
this occasion. 

The action of Steel as shown by the 
chart indicated clearly on February 18 
that a sharp move was imminent. On 
February 20, 21 and 24 it reiterated the 
warning. Sure enough, on the 25th the 
market broke sharply, Steel closing at 
64% as shown by the star in the illus- 
tration. The other leaders declined to 
even greater extent. 

Please note, however, the chart DID 
NOT show which way the move would 
be. (I had to figure that out for myself 
from the tape and other sources.) 


Moreover, I do not believe any chart 
ever devised will produce even fairly 
accurate forecasts of the direction of 
coming moves. Some chart readers 
would say, with that splendid hind- 
sight for which the chart reading fra- 
ternity is noted, that the diminishing 
activity as indicated by the lessened 
daily volumes and the gradually 
shrinking vertical dimensions of the 
blocks was prediction of a decline. But 
what is there to show that this arises 
from lack of demand any more than 
lack of supply? We have all seen up- 
swings break out of just such a narrow 
market. About all that was definitely 
indicated here was that there would be 
a sharp move of some kind. 

Pick out an intelligent student of the 
market, a broker or a trader, one of 
the old school who scoffs at charts. 
When you can translate what you see 
on your charts into stock market lan- 
guage, the language of supply and de- 
mand, try discussing it with him, never 
mentioning you got it from a chart. If 
he understands what you are talking 
about and meets you on the same 
ground, you may be sure you are using 
a chart to some advantage. If he gives 
you the blank stare, the odds are you 
are just scratching the surface of stock 
market science, and a little more dig- 
ging is in order before you stake much 
good money on your ventures. 

It required several weeks for Steel 
to come to a balance. Frequently the 
price of a stock will give a similar per- 
formance in the course of a few days. 
The accompanying illustration of re- 
cent half-point moves of Lehigh pre- 
sents in line-chart form a microscopic 
view of such a manceuvre. In this in- 
stance Lehigh became oversold, and 
after breaking out of the “jam” be- 
tween 144 and 145 the move was up- 
ward. 

The gradual narrowing of the trad- 
ing area gave ideal opportunities for 
decreasing the width of stops placed to 
protect trades in force within this 
zone. Anyone was flying in the face 
of Providence who got short of Lehigh 
around 148 or 14) and didn’t place 
orders the following week outside the 
144-145 zone to protect his profits. 
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And the possible losses on purchases 
made at the top eighth of the bulges, 
or on sales at bottom of reactions 
March 10 to 11 inclusive, could have 
been limited with stops 4 point away 
from the resistance points, giving a 
maximum risk (including commis- 
sions) as follows: March 10, 2% 
points; March 11, 1% points; March 
12, 1 point. 

Cutting it so close as this won’t do 
for those who speculate, or trade for 
the five or ten point swings. But it is 
the office traders’ salvation. There 
are times of course when the price will 
boil over or dip down just enough to 
catch a stop and spoil your position 
before going the way you judged it 
would move. But on average, in the 
long run, it pays to make use of these 
indications of support and pressure. 
Nearly every time I neglect to do so 
I regret it. 

Here is where experience counts. 
During four of the seven days’ move- 
ment in Lehigh illustrated here (March 
9, 10, 11 and 12) the general market 
was normal. Total transactions aver- 
aged 241,000 for each of the four days; 
range of average 50 stocks was 1% 
points. Close stops became in order. 
When activity gets above normal, how- 
ever, conditions of supply and demand 
change considerably from day to day— 
often from hour to hour—varying the 


limits of support and pressure which 
bound these trading areas. Fractional 
stops are more hazardous, and one is 
warranted in proceeding with greater 
boldness, allowing more width to his 
stops so as to give plenty of sea-room. 

The principle seems to be: The less 
active the market, the closer the stop! 

A long-range view of the same phe- 
nomenon is found in the accompanying 
graphic of American Can. After the 
wide move of February, 1913, Can 
came to a focus at about 33 in the 
week ending May 31. The week fol- 
lowing came a sharp break, culminat- 
ing June 11. From this point another 
series of fluctuations ensued, gradually 
diminishing in range until at the mo- 
ment this article is written (April 4, 
1914) the price of Can has almost 
come to equilibrium again. It is rea- 
sonable to expect another sharp move 
to start from this level in the near 
future. I have my convictions as to 
its direction, but they did not come 
from a study of this chart. 

The graphic of Can has been chosen 
for illustrations because of the unusual 
regularity of the geometrical formation 
and the perfection of the cycle. The 
wedge shaped formation is_ well 
marked. The cycle starts at 30, and 
the price comes to balance near this 
figure fourteen months later. In each 
of the periods “A” and “B” there are 
exactly five “swings” before equilib- 
rium is reached. Not all stocks move 
so true to form, but the principle is in 
operation just the same. When the 
price movement of an active stock over 
a long period of weeks fails to show a 
certain measure of similar regularity 
the trader should look for the existence 
of factors influencing the desirability 
of the stock as an investment. Here 
the increasing prosperity of the Can 
company is probably counterbalanced 
by the depressing effect on sentiment 
of the Government’s suit to dissolve 
the corporation. 

The marks and lines are simply rep- 
resentations of the effect of the two 
forces, supply and demand, applied to 
the purchase and sale of Can. To me 
they seem clear proof that price move- 
ments are the result of natural law, 
and not the creatures of accident. Can 
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is considered a highly manipulated 
stock, and yet the graphic shows that 
on average its movement has been or- 
derly and in harmony with the law 
of action and reaction. 

Note how during period “A” the 
fluctuations centered about the price 
33 as an axis, and that during period 
“B” the pivotal point is 30. This is 
the key to the whole thing. Expressed 
in plain language it means that dur- 
ing the last fourteen months “They,” 
that is, the ruling majority of traders, 
insiders and outsiders, big and little, 
the fellows who have swung the bal- 








ance of power by virtue of their com- 
bined purchases and sales—it means 
that “They” have been selling Can 
above 30, and buying it below 30. The 
minority party who fed them stock on 
the slumps, and took it away from 
them on the bulges is now out of the 
market waiting for action. When the 
time is ripe, when anticipation is suf- 
ficiently keen, “They” will provide the 
action—in the direction of least re- 
sistance. 

Incidentally this price movement 
looks to me as indicating that Can is 
worth around $30 a share. 

















Safe Investment in Cotton 


Getting Large Profits With Little Risk and Patience 
By C.T. REVERE 


MONG traders in the Street cot- 
ton has the reputation of being 
the most erratic of all com- 

modities. Many speculators who view 
with composure fluctuations in stocks 
ranging from 3 to 4 points are con- 
vinced that any one operating in cotton 
is playing with dynamite when ex- 
posed to price changes of 20 to 40 
points ina day. In fact, there are rec- 
ords of fluctuations in cotton of 100 
points in five minutes. In 1905, for in- 
stance, there were two different days 
when the market advanced 100 points 
in less than five minutes. The stock- 
trader, of course, does not take into 
consideration the fact that the unit of 
fluctuation in cotton is much less than 
that in stocks, for one point on 100 
shares of stocks means a gain or loss 
of $100, whereas a change of one point 
in cotton on 100 bales represents a 
gain or loss of only $5. 

Consequently, the average specula- 
tor who looks upon cotton trading as 
a risky proposition probably would be 
greatly surprised to learn that there 
are certain transactions in cotton, and 
very profitable ones, too, that can be 
undertaken with very small margins, 
and with a minimum of risk and a 
maximum of patience, be turned into 
profits which would rival investments 
in such gilt-edged securities as Dela- 
ware & Lackawanna, Calumet & Hec- 
la, the old Bell Telephone, and other 
stocks that have made fortunes for 
their holders. 

Moreover, the operation does not in- 
volve any more risk than would ac- 





company the purchase of a gilt-edged 
stock at panic prices. The margin 
could be trebled each year, and at the 
end of seven or eight years the man 
who bought, say, 1,000 bales of cotton 
futures, would find himself the owner, 
without putting up another cent, of 
1,000 bales of actual cotton ranging in 
value from $60,000 to $80,000. 

This sounds like a very broad state- 
ment, and admittedly it is one. The 
first question that will be asked is, 
“Why does not everybody that trades 
in cotton get rich if there are such 
wonderful opportunities in that mar- 
ket?” The answer is that very few 
traders have the patience to stick to 
the program, which inevitably but 
slowly leads to fortune, and almost in- 
variably those who undertake it are 
tempted to leave the straight and nar- 
row path and take chances on making 
their fortunes more quickly. One 
would think that an investment of 
$2,000 which in seven or eight years 
can be turned into $60,000 or $80,000 
would hold forth promise of sufficient 
reward. Evidently it does not, for 
nearly everyone wants to get that 
$60,000 or $80,000 fortune in less than 
the prescribed time. Nevertheless, 
there are some experienced cotton 
operators who abhor “gambling” and 
cling steadfastly to the schedule and 
have been rewarded by most hand- 
some returns. 

Up to the present it has been pos- 
sible to undertake this operation only 
in the Liverpool cotton market and be 
sure of unvarying progress year by 
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year. It is possible that with the adop- 
tion of the contract changes proposed 
by Congress the New York cotton 
market will offer similar opportunities. 
At present, however, Liverpool is the 
only market in which the operation 
can be successfully carried on, and the 
term “successfully” is intended to con- 
vey the idea that ultimate success is 
assured. 

Cotton traders who are interested in 
daily fluctuations probably have paid 
only casual attention to the fact that 
for a number of years past the near or 
current options in the Liverpool mar- 
ket have sold at big premiums over the 
distant months. At this writing, for 
instance, May-June in Liverpool is 
selling at 6.80% pence, while January- 
February, which represents new crop 
cotton, is selling at 6.16% pence. This 
is a difference of 64 points, or $6.40 per 
bale. In other words, the trader who 


has 1,000 bales of May-June cotton can 
sell out and get the same cotton $6.40 
per bale cheaper. 


It is the purpose of 
this article to show that by buying cot- 
ton in Liverpool and holding it pa- 
tiently and waiting until the option 
purchased comes near the time of ex- 
piration, when it becomes a premium 
month, it will be possible to transfer 
from this premium month to a dis- 
count option indefinitely, and if the 
operation were carried along for a 
term of years it would be possible to 
own this cotton without its having 
cost the owner a penny. 

In order to illustrate the soundness 
of this theory, which has been put into 
hard practice by shrewd operators, 
suppose we take an actual demonstra- 
tion. 

In the first place, it should be borne 
in mind that it would be better for the 
quick success of the operation to wait 
until cotton gets down to a low price 
before making the initial purchase. 
Cotton bought at 4% pence, which is 
equivalent to 9 cents per pound in 
American monetary calculation, would 
enable one to work out the deal more 
quickly than if the cotton were bought 
at 8 pence, or the equivalent of 16 
cents pound. 

In October, 1908, for instance, 1,000 
bales of March-April could have been 


bought in Liverpool for 4.50 pence, or 
the equivalent of 9 cents per pound. 
The margin necessary for this transac- 
tion probably would have been $2 per 
bale, or $2,000. It is true that the mar- 
ket might have declined another half 
penny, in which case $10,000 in mar- 
gins would have had to be put up. The 
price was low, however, and it hap- 
pened that 4.50 pence was near the 
bottom. Thus no additional margin 
would have been necessary. The mar- 
ket advanced slowly about half a 
penny, or the equivalent of 100 points 
in American calculation, and when the 
time came to sell out old March-April 
and buy March-April of the new crop 
there was a difference of only 5 Eng- 
lish points, or 50 cents per bale. This 
would be a gain of only $500 as a re- 
sult of the exchange of 1,000 bales of 
old March-April for 1,000 bales of new 
March-April. Another year passes, 
however, and when March-April ex- 
pires in 1911 the price is 7.95 pence, 
and it is possible to transfer into new 
March-April at 6.49 pence, which is a 
gain of 1.46 pence, or $14.60 per bale. 
These transfers are made without risk 
and without “jumping the market.” It 
merely represents an exchange from 
a premium option into a discount 
option. 

Thus far the cost of the cotton 
bought at 4.50 pence has been reduced 
by 1.51 pence, or $15.10 per bale. This 
sum deducted from the purchase price 
of 4.50 pence would show the original 
purchase to have been cheapened until 
it cost less than 3 pence per pound, or 
the equivalent of about 6 cents. When 
March-April nears expiration in 1911, 
we see that it is selling around 7.54 
pence and that an immediate transfer 
can be made into the new crop option 
at 6.67 pence, or at a discount of 87 
points, equivalent to $8.70 per bale. 
This makes a total reduction in cost of 
$23.80 per bale on cotton which orig- 
inally cost $45 per bale. 

As March-April nears expiration in 
the spring of 1912 we have a price of 
about 6.45 pence, and a transfer into 
the new option is made at 5.99 pence, 
a saving of 46 English points, or $4.60 
per bale. In the spring of 1913 the 
transfer could be made at 6.60 pence 
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into the new option at 5.97 pence, thus 
making another saving of 62 points. 
This spring the transfer from old 
March-April into the new could have 
been made at 73 points, or a difference 
of $7.30 per bale. The total saving in 
the last three years, therefore, would 
have amounted to $18.10, which with 
the saving for the three previous years 
of $23.80 makes a total of $41.90, or 
practically $42. Thus it can be seen 
that seven years does not quite let us 
out, but taking the average for the six 
years showing a saving of $7 per bale, 
it is demonstrated that at the end of 
eight years the man who bought 
$45,000 worth of cotton on a margin 
of $2,000 has piled up a profit of ap- 
proximately $49,000 and that he has a 
slight margin of cash over the original 
value of the thousand bales of cotton 
which he purchased eight years before 
with only a small equity in it. His sur- 
plus of $4,000 would pay his commis- 
sions and the interest charged on pur- 
chases in the Liverpool market. There- 
fore, he may be said to own 1,000 bales 
of cotton outright. 

Of course, he does not expect more 
than $45,000 for his total return. How- 
ever, he owns the cotton outright, and 
cotton at the termination of his deal 
may be selling at 8 pence in Liverpool, 


which means $80 per bale, or a total of 
$80,000, on which the original invest- 
ment eight years previously was only 
Ys 

Such an operation undertaken eight 
years ago and closed out with the ex- 
piration of March-April this year 
would have given the patient trader 
who stuck to his program a total of 
about $69,000. 

It is admitted, of course, that if 
everybody attempted to undertake this 
operation the opportunity would dis- 
appear. There are, however, a few 
astute operators in the Liverpool mar- 
ket who always keep a few hundred 
bales of cotton “working” for them in 
this manner, and they have made some 
handsome returns out of it. The writer 
knows of an instance of a transaction 
involving 2,000 bales of cotton which 
was initiated a few years ago and fol- 
lowed out along the lines set forth 
above that shows the holder of these 
contracts a profit of £30,000, or nearly 
$150,000. The beauty of it all is that 
no speculation is involved aside from 
the first transaction, where the buyer 
runs the risk of having the market go 
low enough to wipe out his original 
margin. However, if purchases are 
made at a low level this risk cannot be 
important. 








The Cotton Market 


Most Complicated Situation Known for Years 
By C. T. R 








T has been a great many years since 
the cotton market has presented 
such a complicated situation as 

exists at present. There are so many 
counter-currents and conflicting in- 
fluences that one might as well try to 
work out the warp and woof of a crazy 
quilt as to attempt to fix upon any def- 
inite trend. Surface explanations are 
forthcoming without number, but the 
fundamentals always lie beneath the 
surface, and it is doubtful if a discus- 
sion of technical conditions or normal 


supply and demand features would fur- 
nish the solution of the problem. 
There is no doubt that the price 
movements last month, comparatively 
insignificant in themselves, have re- 
sulted from technical conditions. These 
latter may explain what has happened, 
but will furnish no guide to the future. 
In brief, the recovery of nearly 100 
points in the old crop months was 
caused by the necessity of covering 
large lines of shorts put out by spec- 
ulative bears and straddle operators 
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who sold New York against purchases 
in Liverpool. They believed that a 
great deal of cotton would be brought 
to New York from the South and de- 
livered on contracts and that the local 
market would have to endure more 
pressure than Liverpool or New Or- 
leans, because this market takes cer- 
tain low grades that are not deliverable 
elsewhere. It was discovered rather 
suddenly that sufficient quantities of 
cotton could not be attracted to New 
York and force enough liquidation to 
enable the shorts to cover their com- 
mitments at a profit. Consequently, 
they were covered at a loss. When the 
upward movement culminated the mar- 
ket was left with a trailing long inter- 
est, and a setback of about 40 points 
followed. 

It is now believed that the new crop 
outlook will furnish the index to fluc- 
tuations in the near future. However, 
there are few operators, even among 
the veterans of the trade, who are pre- 
pared to say how large a crop is needed 
for the coming season’s requirements. 
Mills will need a good deal of high 
gtade cotton, but it is a question 
whether the ultimate consumer is go- 
ing to buy goods except on a hand to 
mouth basis. Some figures were issued 
during the month that indicate a fairly 
large consumption for the present sea- 
son. The International Federation of 
Spinners placed the indicated consump- 
tion at 15,000,000 bales against 14,903,- 
000 last year. The March figures on 
consumption by American mills pub- 
lished by the Census Bureau about the 
middle of the month showed 493,000 
against 462,000 in March last year. It 
looks as if American mills would use 
up about 225,000 bales more than last 
year, when all previous records were 
broken. There is a better tone to Man- 
chester, especially as India seems to 
have entered the market as a buyer of 

s. 

The situation is abnormally unsatis- 
factory for the manufacturer. Middling 
cotton in New York, for instance, is 
quoted at 13.10 against 12.40 last year, 
or at an advance of $3.50 per bale. 
Print cloth regulars are given nominal 
apnea of 35% cents per yard against 

% cents last year. In other words, 





THE MAGAZINE OF WALL STREET. 








raw material by the bale is selling $3.50 
higher than last year, while that same 
bale of cotton when manufactured into 
print cloths is selling nearly $9 per 


bale under last year. Obviously, the 
manufacturer cannot see much comfort 
in such a state of affairs. 


It looks as if raw material had been 
forced to high prices simply because 
manufacturers are compelled to buy in 
order to keep their spindles and looms 
running even at a reduced rate, and 
that even on the basis of moderate cur- 
tailment now being pursued they are 
giving the market more goods than it 
can absorb, except at a loss. In other 
words, there is a shortage of raw ma- 
terial on account of an over-extended 
mill equipment, and something of a 
surplus of goods because trade is not 
up to normal. 

Thus far it has been impossible to 
form any definite ideas with regard to 
the trend of the new crop—that is, 
whether it is likely to prove large or 
small. Frequently when cotton prices 
have been high, as they have been dur- 
ing the present season, the South puts 
forth every effort to plant a large 
acreage. This spirit does not seem to 
be especially pronounced this year, and 
while it is likely that the acreage will 
show some increase, the gain probably 
will be only of normal proportions and 
will not partake of the sensational 
character that marked the crops of 1904 
and 1911. 

It seems to be the accepted view that 
the start will be somewhat late. Ordi- 
narily planting preparations are de- 
layed by continued rains, which pre- 
vent the farmers from getting into the 
fields and plowing their lands. This 
year, however, there has been no excess 
of precipitation, and the tardiness 
seems to have resulted more from ab- 
normally low temperatures than from 
any other factor. The weather over 
Easter, for instance, was colder in the 
South than it has been for a great many 
years, and some cotton that had been 
planted in Southern Georgia and parts 
of South-central Texas was nipped by 
frost. Farmers also have held back the 
planting on account of the fear of los- 
ing their best seed through failure to 
germinate on account of cold. There 











has been a disposition to believe that 
scarcity of good planting seed would 
be a marked feature of the early crop 
situation. The heavy rains of last No- 
vember and December caused a good 
deal of cotton seed in Texas, Oklaho- 
ma and Arkansas to rot, and reports 
from those states claim that the ger- 
minating quality of seed this spring 
is from 30 to 60 per cent. below 
normal. 

The new crop situation, however, 
can be summed up in a nutshell. If 
the South has dry weather during 
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May, interrupted by occasional show- 
ers, it will have a chance for a crop of 
15,000,000 to 16,000,000 bales, which 
should prove to be an abundance. If, 
however, wet and unseasonably cold 
weather should add to the delay al- 
ready imposed by low temperatures 
and hesitation of farmers about plant- 
ing the prospect would be for a yield 
perhaps smaller than that of the present 
season. In this later event, cotton un- 
doubtedly would work considerably 
higher, at least until the crop scare 
subsided. 














Cotton Notes 





4 Nhe program of the Department of Agriculture is to give out condition reports earlier 
than usual. They will be issued on the first day of each month during the season. 

The first will be made up according to replies sent out on May 25, and will be 
published at noon, June 1. Heretofore these reports have been issued about the third 
of each month. 


T= first acreage report will be issued July 1. There is not much disposition to 
expect a radical increase. However, the acreage that will be reported in July 

will be much larger than that which was reported in July last year, but last 
year’s acreage will probably be corrected by a supplementary report to be issued some 
time during May. It is believed that last year’s acreage estimate was at least 1,000,000 
acres too low. The acreage in Oklahoma, especially, was under-estimated. 








ig is one of the traditions of the cotton trade that every season has certain individual 
features that differentiates it from its predecessors. The present season, however, 

seems to be positively unique. The crop is getting a late start, but this appars to 
be due almost entirely to cold weather. We have had late starts before owing to the 
fact that farmers could not get into the fields because of wet ground. The sort of 
weather that is needed for the present crop is dry weather during May to permit cul- 
tivation of the young plant and facilitate aeration of the soil. Cotton is a plant that 
gets easily choked in its early stages, and it can thrive on a wonderfully small amount 
of moisture until it nears the fruiting season, when abundant rains are needed. A wet 
May undoubtedly would be the signal for a sharp advance in the market. 





OTTON traders are inclined to consider the Mexican situation this year a possible 
factor in cotton. They hardly know whether an outbreak of hostilities would be 
bullish or bearish on the staple. There is an old adage that war puts wheat up 

and cotton down. This tradition, however, has been outgrown, for at present the 
armies of the world are clothed in khaki made out of cotton duck, and an enormous 
amount of this material would be needed for uniforms, as well as a great deal of heavier 
army duck for tents, tarpaulins and other purposes. Moreover, an outbreak of war 
would interfere seriously with the planting cultivation and picking of the crop in Texas. 
A great deal of Mexican labor is employed in Texas, and if the jingo spirit should run 
as high in the case of an outbreak of hostilities with Mexico as it did with Spain, there 
probably would not be a Mexican left in Texas. 





OE point out of which the bulls in cotton had expected to make a good deal of cap- 
ital this season was the scarcity of planting seed. There were heavy rains in 

November and December last year throughout Arkansas, Oklahoma and Texas, and 
a good deal of cotton seed was so badly damaged that it was not even sent to the oil 
mills to have the oil extracted. The seed scarcity bugaboo, however, is not likely to 
become prominent unless wet weather necessitates a great deal of re-planting, and in 
that event it will be trotted out for whatever it is worth. The cotton seed oil mills, 
however, foresaw that there would be need for good planting seed and instead of crush- 
ing to the full extent they saved a good deal of seed, which will be available to planters 
in case it is needed. If the new season starts off all right the seed will be crushed at 
the season’s final run. 











THE FORUM 
Where Every One Has His Say 


As the Romans gathered at their Forum to discuss questions of common good, we invite 
our readers to make this department their common meeting ground—to contribute their views 
on financial topics of general interest and to ask questions relating to the science of investment, 
methods of operating, customs of the markets, general financial conditions, etc. If you should 
disagree with us or with our contributors, we will gladly print your criticisms, space permitting. 
We welcome suggestions. Tell us what articles best fit your needs and then we can serve you 
to better advantage. Write your comments as you would speak them. The style of your 
writing will not be py nt: | the information you give. Write on one side of the 
paper only. If you desire a personal reply to questions, please enclose stamped and self-ad- 
dressed envelope. Address, THE FORUM, care of MAGAZINE OF WALL STREET. 





This Country Always Going Forward 











LL this talk about the whole future of 
this country hanging on the Railway 
Rate Decision proves how expert the 
American public is at getting its mind fixed 
on one thing as the cause or remedy for all 
its troubles. I do not believe that this country 
will stop doing business if the railroads are 
not granted the 5 per cent. increase which 
they demand. I do not believe that the pres- 
ent depression is due to the Railroad Rate 
Case. The business in the East may have been 
retarded somewhat by this because Wall 
Street and the East can’t see anything else 
and lays the whole trouble at the door of the 
Interstate Commerce Commission, but the 
fact is we would have had a depression if 
there had been no rate case. 

Go back to 1913 and you will find the orig- 
inal cause of the trouble to have been an ex- 
haustion of the world’s available capital. This 
led to a conjested bond market, and finally 
corporations of every sort, railway, municipal 
and industrial, were unable to dispose of their 
bonds; therefore they could not buy materials 
and hire men. Therefore the steel business 
and every other kind of business became bad, 
and for this reason we suffered the depression 
which has prevailed for the past several 
months. 

The change in tariff may have aggravated 
the situation to a certain extent, but lower 
prices, for example, the steel, did not reduce 
the purchasing power—it was the lack of cap- 
ital. Lower prices of steel and other tariff- 


affected commodities should naturally stimu- 
late consumption, but what is the use of mak- 
ing low prices for goods when your purchaser 
has no money? 

We would have experienced a business de- 
pression during the latter part of 1913 and the 
early part of 1914 had there been no Demo- 
cratic victory, no tariff adjustment, no cur- 
rency bill and no rate case, and after such a 
depression we will recover in spite of tariff, 
currency bill and rate case, because we have 
already begun to accumulate capital, corpora- 
tions are beginning to sell bonds—therefore 
their purchasing power will be replenished and 
mills will eventually get back to full capacity 
production. We are traveling up hill again, 
and we will continue to advance, even though 
the rate case is decided against the railroads. 

There are two ways in which a railroad or 
any other kind of business can be made to 
show a profit. First, by increasing income, 
and second, by reducing expenses. Railroad 
gross earnings are increasing. In 1910 they 
averaged $2,800 per mile. In 1913, $3,100 per 
mile, and if additional burdens have been piled 
on the railroads in the meanwhile, then the 
railroads must do exactly what they have been 
doing in recent months—cut down their ex- 
penses—so that a large margin of profit will 
be shown. But this country is not going to 
stop doing business, the steel mills will not 
close up and the grass will not grow in the 
streets if the Interstate Commerce Commis- 
sion decides that the railroads are entitled to 
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ne increase. Ten billion dollars worth of 
crops will come out of the ground this sum- 
mer and fall, and if the railroads can’t get a 
profit out of hauling these commodities, it will 
not be the fault of the Interstate Commerce 
Commission, nor the “Full Crew Train Law” 
nor any of the other absurd things which have 
been saddled on the railroads, but the fault of 
the railroads themselves, because they will not 
have taken the steps which every good busi- 
ness man takes when his receipts fall off or 
his expenses increase. 

To quote the late J. P. Morgan: 

“One thing my father said I shall always 
remember: ‘Don’t discount the future of 
America. There may be times when things 
are dark and cloudy; when uncertainty will 
cause some to distrust and others to think 
there is too much production, too much build- 
ing of railroads, and too much development in 
other enterprises. In such times, and at all 
times, remember that the great growth of this 
vast country will take care of all.’ 

“Said he, ‘Any man who is a bear on the 
future of this country will go broke.’” 

April 7, 1914. W. D. R. 





Hypothecation in New Jersey. 

I am very much interested in the discus- 
sion in your April magazine of the ques- 
tion of hypothecation of securities by brok- 
ers, and have wondered if New York stat- 
utes covered our business. Our customers 
do not do business in New York, of course. 
They do business with us in New Jersey, 
but we in turn have one account with a 
New York broker. Is it your idea that we 
come within the scope of this law?—New 
Jersey Broker. 

Since you do business in New Jersey, 
the laws of New York State do not apply 
to you. They would apply to the New 
York broker with whom you have an ac- 
count, but that has no direct effect on your 
business. 


Short Stocks on Monthly Statements. 

Will you kindly explain why it is that if 
you are short of stocks, and the market 
goes against you 10 points, your broker re- 
duces the amount of cash margin that you 
have to your credit, although you have not 
closed out the anssctioatO. A. 

You doubtless refer to the custom of 
many brokerage houses, in making monthly 
Statements, of figuring short stocks at 
about the market price when the statement 
is made up, instead of at the price where 
the short sales were made. 

For example, if you sold 100 Union Pa- 
cific short at 160, and the price at the end 
of the month had advanced to 170, the 
broker would include the 100 U. P. in his 
Statement at 170, deducting the 10 points 
loss, or $1,000, from your cash balance. 
This, of course, would amount to the same 
thing as showing on the statement that you 
had $1,000 more cash, but had a loss of 
$1,000 in your short sale of Union Pacific. 
en your broker borrows 100 Union Pa- 


cific to complete your short sale he gives 
$16,000 as security to the other brokers 
who lends him the stock. When the price 
advances to 170 he has to pay an additional 
$1,000 to the lender of the stock. Hence 
you will see that your broker does not 
benefit in any way by deducting the $1,000 
from your cash balance. 


Bank Statement—Sympathetic Movements 
of Stocks. 

I would like to have you answer the fol- 
lowing questions: 

(1) Define the bank statement which is 
published on the stock ticker on Saturdays; 
and how is one to determine whether a 
statement is good or bad from a stock 
market point of view? 

(2) an you explain why a traction 
stock, like, for instance, Interborough- 
Metropolitan, or an industrial stock like 
U. S. Steel common, declines or advances 
in sympathy with a stock like American 
Telephone & Telegraph, whose business is 
of an entirely different and independent na- 
ture from that engaged in by the two first 
named corporations?’—ANONYMOUS. 

The bank statement which appears on 
the stock ticker includes all the New York 
banks and trust companies which are in 
the Clearing House. In a general way an 
increase in reserves, and a gain in deposits 
in proportion to loans, are bullish indica- 
tions, while the reverse conditions are bear- 
ish. However, if money rates are very 
easy, then of course a moderate decrease 
in reserves or a decline in the proportion 
of deposits to loans would have little or no 
effect. The importance of the bank state- 
ment lies in its probable effect on the 
money market. 

There are two reasons why the price of 
one stock sympathizes with a sharp move- 
ment in the price of another stock, even 
though the two companies may be woe 
in entirely different lines of business. The 
first reason is that the same persons may 
be owners of both stocks, so that a sharp 
decline in one of the stocks may cause them 
to sell some of their holdings of the other 
stock. The second reason is that investors 
and traders have learned from experience 
that the market as a rule is likely to move 
more or less as a whole. This is primarily 
due to the fact that many of the important 
factors influencing prices affect all stocks 
alike. Since speculators have become ac- 
customed to this action of the market, they 
regulate their trades to some extent in ex- 
pectation of it, and their trades thus tend 
to produce the sympathetic movements in 
unrelated stocks which you mention. 


Groups of Stocks According to Banking 
Affiliations. 

C. D.—There have been great changes 
in the controlling interests identified with 
the different companies since the grow 

iven on pages 45 and 46 of “Studies in 

ape ding” were made up. In 
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the domination of leading banking inter- 
ests over different companies is not now 
nearly as complete as at that time, and sev- 
eral of the companies cannot properly be 
said to be identified with any special in- 
terest. The groups might be rearranged 
something as follows: 


MORGAN GROUP. 
Southern Railway, 
U. S. Steel, 
Atlantic Coast, General Electric, 
Louisville, Mercantile Marine. 


STANDARD OIL GROUP. 
Amalgamated Cop- Corn Products, 
per, American Linseed, 
Anaconda, Brooklyn Union Gas, 
St. Paul, Colorado Fuel. 
Consolidated Gas, 


KUHN LOEB GROUP. 


Union Pacific, Wheeling & Lake 
Southern Pacific, Erie, 

Illinois Central, Chicago & Alton, 
Pacific Mail, Chesapeake & Ohio. 


HILL GROUP. 
Great Northern, Pacific Coast, 
Northern Pacific, Colorado & South- 
Great Northern Ore, ern, 
PENNSYLVANIA GROUP. 
Pennsylvania, Baltimore & Ohio. 
Poe we Norfolk & Western. 
VANDERBILT GROUP. 


New York Central, Nickel Plate, 
Northwestern, Delaware & Hudson, 
Big Four, Western Maryland. 


GOULD GROUP. 
Missouri Pacific, Texas Pacific, 
Denver & Rio St. Louis South- 
Grande, western. 
Western Pacific, 


CANADIAN PACIFIC GROUP. 


Canadian Pacific, a.m oe A. 
Soo Line, Wisconsin Central. 


GUGGENHEIM GROUP. 


American Smelting, Guggenheim Ex- 
National Lead, ploration. 
Utah Copper, 


Of course you understand that in some 
cases several interests have considerable 
ownerships in the same property, so that 
these groups cannot be considered as en- 
tirely separate. They overlap to some ex- 
tent. 


Reading, 
Erie, 


Loan-Deposit Graphic and the Currency 
Law. 

W. G.—We doubt if you can secure from 
the Chicago papers the information neces- 
sary to keep the graphic of bank deposits 
and loans in exactly the form in which it 
is presented in “Investing for Profit.” The 
figures there used are for the banks alone 
in the Clearing House, not including the 
trust cempanies. These are given in the 


Monday Wall Street Journal, Sunday New 
York Times, and Saturday New York Even- 
ing Post. We are not sure whether they 
could be found in any Chicago paper, but 
think it doubtful. 

It should be noted that the new Currency 
Law is likely to affect the value of this 
graphic materially. This law includes a 
complete revision of our banking system, 
with a reduction in reserve requirements, 
and the introduction of the element of re- 
discounting commercial paper. Moreover, 
the system goes into effect gradually over 
a period of three years, so that it will be 
almost impossible to allow for the changes 
which occur. 

For this reason we shall in future place 
much less weight on this particular graphic. 
After the new law has been in effect for 
some years doubtless something of a sim- 
ilar kind can be compiled under the new 
conditions. 


Rallies and Reactions. 

I would like to know whether a skilled 
tape-reader can get more profits from scalp- 
ing for eighths than from buying on every 
small reaction and selling on every small 
rally when the stock is on the buying side, 
and the reverse when it is on the selling 
side. By reactions or rallies I refer to 
those covering 1, 2, 3 or 4 points. 

I have been studying stock trading for a 
long time from your valued magazine. I 
have now reached the point where I can 
decide whether the stock is on the buying 
or selling side. When I know that the 
stock is on the buying side, I know that I 
should buy on reactions; and when I know 
that it is on the selling side, I know that 
I should sell on rallies. Now, as I aspire 
to become a stock trader (I refer to move- 
ments between 1 and 5 points), I should 
like you to inform me how I should go at 
it in order to determine on a certain point 
during a reaction to buy, or on a certain 
point during a rally to sell. In other 
words, when the stock is on the buying 
side, and an intermediate reaction has set 
in, how can I know that the reaction has 
about completed its downward course, 
thereby giving me the cue to buy at once? 
Also in regard to rallies when on the sell- 
ing side? Perhaps I can tell that through 
tape-reading if I am skilled in that; but I 
mean how I can tell it from scanning the 
daily market page, etc.? 

My ultimate object is to become a tape- 
reader; but tape-reading is a business that 
requires the most thorough preparation and 
hard thinking. I feel sure that to become 
a good tape-reader I must first study specu- 
lative swings, manipulation, etc., then learn 
how to decide whether the stock is on the 
buying or selling side, then study the inter- 
mediate rallies and reactions, learning how 
to buy on rallies and reactions, thus study- 
ing successively a more and more special- 
ized phase of stock trading until I come te 
tape-reading itself, which knowledge en- 
tails a thorough understanding of the fluc- 
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tuations in their relation to rallies and re- 
actions, and consequently to swings. 
suppose I am not mistaken on this point. 
— si. 

Of course the methods of tape-readers 
differ greatly, as the art is one which de- 
pends very largely on the personality of 
the trader. We think, however, hardly any 
successful tape-readers who pay ordinary 
commissions on their orders, attempt to 
make profits by “scalping” for fractions. 
The most successful, so far as our observa- 
tion goes, are those who endeavor to work 
with the long trend of market, and then 
to take advantage of smaller fluctuations 
when they can get definite indications from 
the tape. 

Practically all successful traders aim at 
profits of three points or more, but of 
course they might have occasion to change 
their minds and take a smaller profit as 
the movement developed. We think as a 
rule it does not pay to start a trade unless 
the trader believes that the movement will 
be extensive enough to give him three or 
more points profit. In fact, many would 
make this five points. 

Your general method of study is ap- 
parently correct. We could not undertake 
to give you explicit instructions as to how 
to locate the bottom of a reaction in bull 
market, or the top of the rally in a bear 
market. That is where the trader’s per- 
sonal skill comes in. We have printed 
many articles and two books which aid in 
this direction. You should read “Studies 
in Tape Reading,” “Fourteen Methods of 
Operating in the Stock Market,” the series 
of articles entitled “Notes on Office Trad- 
ing” (which will soon appear in book 
form), and the various articles in the miag- 
azine written by Mr. Scribner Browne. 
You will also find a wealth of other ma- 
terial in the back volumes of the maga- 
zine. 

We think it would undoubtedly pay you 
to take up our Home Reading Course, as 
you suggest. That will give you a sys- 
tematic knowledge of the entire subject. 
The fourth section of the Course, which is 
devoted to active trading, is especially 
complete, and that alone would be worth 
to you many times the price of the full 
course. But we would recommend, how- 
ever, that you devote equal attention to the 
first three sections of the Course, as the 
trader needs a solid foundation of invest- 
ment knowledge to build upon in order to 
make the greatest success. 


Chicago Great Western. 
Being a subscriber of your magazine, and 
a holder of Chicago Great Western pfd., 
may I ask you why i do not include 
this stock in your “Investment Digest.” 
Also, you have the earnings of Chicago 
Great Western pfd. for the year 1913, 28%. 
I have seen a good many statements of 
earnings of this road, and every one 
have seen has put the earnings for the year 
1913 fer this road at 3.3%.—J. H. 


Chicago Great Western has not appeared 
frequently in the “Investment Digest” dur- 
ing the last few months because there was 
little news on it of special importance 
Monthly earnings are given on our page 
headed “Monthly Net Earnings.” The 
road’s balance above interest charges for 
the fiscal year ended June 30, 1913, was 
$1,245,000. The amount of preferred stock 
outstanding is $44,137,000. his figures, as 
you will see, 2.8% on the stock. 

We have not noticed earnings statements 
at 3.3% elsewhere, but perhaps this figure 
could be arrived at by some difference in 
bookkeeping, i. e., by failing to charge off 
for depreciation or something of that kind. 


Likes the Home Reading Course. 


I regard your Home Reading Course as 
the best $50 investment I ever made. The 
amount of valuable information it contains 
is astonishing, yet it is so well arranged 
and systematically planned that it is easy 
to understand, even though I had no special 
knowledge of investments before.—T. B. C. 


Preparations for Active Trading. 

(1) I have started keeping the followin 
chart records: Daily volumes; line chart o 
Dow-Jones’ averages, both rails and in- 
dustrials; a 10 stock barometer showing 
daily range, for which I have been using 
the 10 rails—Atch., Can. P., C., M. & St. 
P., Erie, Mo. P., N. Y. C., Penn, Rdg. 
S. P., U. P.; also the daily range and 
volumes of each of these except Atchison 
and St. Paul; daily chart of Amalgamated, 
Steel, Kan. City Sou. as an example of a 
low priced inactive stock, and New Haven, 
which I am keeping as a matter of interest 
only. These I have carried back to Jan- 
uary 1. Also I have weekly volume and 
range charts of these back to the first of 
the year. 

For figure charts I have % point charts 
of Steel, Rdg. and U. P. I have adopted 
the % point chart as about as easy to make 
as any, and from it I can at any time run 
a three or five point chart. ould you 
suggest any changes in this list? 

(2) Do any of the daily papers in their 
financial departments give the daily num- 
ber of different shares traded in, from 
which to make a “breadth of the market” 
chart? 

(3) Just what nowadays may be consid- 
ered a day of large transactions? For ex- 
ample, since March 12 transactions have 
fluctuated (roughly) between 150,000 and 
300,000 shares a day, that is, have halved 
and doubled from day to day. It does not 
seem that such are as valuable indications 
as would be the same ‘a cent. changes in 
a market which went between 500,000 and 
1,000,000 shares. But that is the point I 
want to ask about—whether, in a market 
that has for some time averaged very small 
transactions, you would consider an in- 
crease, large in per cent figures, but small 
numerically, as of much importance for 











90 





diagnosis. I am aware that the question 
is somewhat vague, but I shall appreciate 
any opinion you can give me. 

(4) In the “ABC of Stock Speculation” 
I find the following maxim: “A weak close 
after a strong day of rising prices is apt 
to be followed by a rally at the opening,” 
and vice versa. 1 am not quite sure of 
the reasoning. Is it something like this? 
Supposing the market to be fundamentally 
a rising market, orders for purchases ac- 
cumulate before the opening so that the 
market has sufficient momentum to over- 
run the trend, so to speak. The closing de- 
cline, therefore, being simply the normal 
reaction, equilibrium is regained at the 
next opening. 

(5) hen I start active trading I shall 
plan to deal in ten share lots on with 
stops, and with more or less automatic 
stops, as I cannot spend much time in the 
broker’s office. My first plan was to watch 
the market through my charts for a con- 
siderable time and a paper trades, al- 
lowing one-eighth against me each way on 
each trade, and keep this up until I can 
show paper profits over a considerable 
period of 30 I thought that if I could 
do this, giving imaginary orders to buy at 
the opening, allowing one-eighth against 
me each way, and using stops religiously, 
and net , I might then conclude that 
I might come out even on actual trades. 

But now I am undecided. Would it not 
be better in the end to make actual trades 
from the start? If I have not the neces- 
sary qualifications, is it not better to find 
it out as soon as possible, and if I have, 
even though I lose part or all of the $300, 
is not that actual experience going to be 
enough more valuable than what I would 
get in popes trades to compensate me in 
the end? Further, is not the market that 
we have been having since last summer a 
good one to practice on, not with the idea 
of making big money, but as a wit sharp- 
ener?—C, D. 


(1) We should say that the charts you 
have started would be adequate for your 
purpose. In fact we think your selections 
in this particular are exceptionally good. 
Some prefer, instead of using the 10-Rail 
Chart, to use 10 continuously active stocks, 
both rails and industrials. A good selec- 
tion for such a chart would be: 


Industrials: 
Copper, 
Smelting, 
Steel. 

Rails: 
Northern Pacific, 
Canadian Pacific, 
St. Paul, 

Pennsylvania, 

Reading, 

Southern Pacific, 

Union Pacific. 
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While we do not know how much benefit 
you will get from your % point figure 
charts, you are right, we think, in adopting 
the % point scale; but we would advise 
you not to place too much weight at the 
start on these figure charts. They are help- 
ful to the experienced trader, but they some- 
times prove misleading to the novice. 

(2) We do not know of any paper which 
gives you the number of different stocks 
traded in, but you can quickly count them 
up from the daily list of stocks and prices 
as given in any newspaper which has a 
complete stock market report. 

(3) You should get better results if you 
do not place much weight on changes in 
volumes less than 300,000 shares a day at 
the present time. When the market is so 
dull that transactions are less than 300,000 
shares, the trading is likely to be mostly of 
a professional character, so that any con- 
clusions you might draw from these small 
volumes would be of less value as showing 
the actual public interest in the market 
than when transactions are above 300,000. 
From 750,000 is considered large at present. 

(4) Your interpretation of the maxim is 
probably correct. We must say, however, 
that we have never received much benefit 
from maxims of that character. 

(5) We would certainly advise you to 
begin with transactions on paper for a 
period of a few months. You should place 
your orders just the same as though you 
were going to send them to your broker, 
and handle everything with the same care 
as though you were really making the 
deals. It is true that this is not the same 
thing as actual operations, because of the 
influence which a real position in the 
market has on your mind; but the differ- 
ence is not very great, and we believe it 
will pay you to spend the necessary time 
to test out your knowledge of the market 
in this way before you begin to make any 
genuine trades. 

We do not know that the present market 
is any better to practice on than any other. 
The trader has to learn to accommodate 
himself to all kinds of markets. 


Hope You See It This Way! 


The issue of THe Macazine or WALL 
Street for April is the best I have read and 
I am surprised at the vast amount of in- 
formation that is stored between its covers. 
Every issue shows improvement over the 
last and every issue prints the information 
which every one should know regarding 
financial investments. THE MAGAZINE OF 
Watt Street is the magazine for me always. 
H. H., Oakland, Calif. 









































Comparative Analysis of Railroad Re- 
ports. 10 books, comprising 150 railroads, 
territorially grouped, representing 94 per cent. 
of the mileage ~ | the United States. Leather. 
Fifth year. H. H. Copeland & Son, New 
York. 

This analysis is distinct from anything pub- 
lished giving railroad statistics. A large part 
of the res given are not available in any 
other publication. It has a complete statis- 
tical analysis of every phase of railroad op- 
eration both physical and financial, going into 
the subject in the most thorough manner. 
It not only gives 50 per cent. more 
than most railroad stockholders’ reports, but 
sets forth complete and detailed figures of 
every road in such manner as to make it 
practically unnecessary to consult the stock- 
holders’ report. Figures are not only given in 
greater detail than available anywhere else, 
but they are in such simple fashion that any- 
one only reasonably familiar with statistics can 
get the information desired most easily. 
The excellence of the work is that the 
figures for practically the entire railroad mile- 
age of the country are reduced to a uniform 
basis and, furthermore, these figures are again 
reduced to a unit basis. Many distinctions 
are made that give the figures on a proper 
basis which is not done in manuals or other 
works. The whole work is one of the great- 
est usefulness to investors, investment bank- 
ers, railroads and others interested in the op- 
eration of any property or its securities. It 
is possible to get a set of figures from this 
analysis in a few moments that would take 
weeks to compile from the official sources 
from which they are derived. 





Year Book of American Securities and 
Financial Diary for 1914. Sixth Edition. 
Securities Press Co., New York. Leather. 
830 pages. Price $10. 

A simplified digest of corporate affairs and 
business fundamentals. The book is much 
more than a manual in contents and arrange- 


ment, containing a special department of 
authoritative articles on various financial 
problems of immediate importance. Besides 


@ vast amount of descriptive and statistical 
corporation data of wide range of both cur- 
rent and historical value, such as records of 
Statistics with dividend dates and other items 
to serve the investor as a monitor, the book 
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contains a financial diary for the year 1914 
containing a list of financial events to come. 

The fourth part is devoted to complete es- 
sential statistics covering crops and minerals 
giving acreage, production, value, price records 
with much other data, such as imports, ex- 
ports, etc. The volume concludes with a com- 
prehensive general department giving average 
prices, trade statements, interest laws and 
tables, fundamental facts about municipal and 
other bonds and stocks, a financial dictionary 
and other valuable data of that character. 

Some of the data is not to be found else- 
where and much cannot be found in any other 
one volume. It gives in a comprehensive, 
time-saving and simple way the essential data 
desired by brokers, bankers, individual in- 
vestors, corporations and business men and in 
a way that does not require expert intrepreta- 
tion nor laborious research. 


Practical Investing. By Franklin Escher. 
Cloth, 177 pages (Bankers’ Publishing Co.). 
For sale by THE MaGazine or WALL STREET; 
price, $1.58, postpaid. 

This is a book intended primarily for the 
man who wants to find out how to invest 
money to the best possible advantage. The 
treatment of the subject is direct and 
simple, the language used being such that 
it can be understood by anybody. The 
author has made it a point to write for the 
man or woman with no technical knowledge 
of the subject. 

“Practical Investing” is divided into three 
parts. The first describes the different 
types of stocks and bonds. The second is 
made up of such chapters as “The Ideal in 
Investment” and “How to Divide Up An 
Investment.” The third describes the vari- 
ous influences which cause stock and bond 
prices to rise and fall. The subject of 
“Business Barometers” —bank clearings, 
railroad earnings, etc.—is also taken up 
and suggestions for reading their meaning 
are given. 

What Mr. Escher accomplished so suc- 
cessfully in his previous book—that is to 
say, the treatment of a difficult subject in 
a readable manner—he seems to have re- 
peated in this instance. “Practical Invest- 
ing” is of value to the man trying to solve 
the problem of how to invest his money to 
the best possible advantage. 




















The Market Outlook 


Some of the Factors Beneath the Surface of 
Current Events 








[NOTE.—This department deals primarily with investment, not purely speculative 


conditions. 
tending over a year or more. 


Expressions of opinion apply to the long movements of prices, often ex- 
For instance, early in 1912 a bullish position was main- 


tained; toward the end of the bull movement in the fall of 1912, a decline was pre- 
dicted; thereafter a generally bearish view was expressed until late in 1913, when pur- 


chases were recommended near bottom prices. 


Readers, therefore, should not attempt 


to gauge the immediate movement of prices by the factors analyzed here.—Epitor.] 


HE administration practically had 
its hand forced in the Mexican 
situation. Nothing appeals to 

popular patriotism like an alleged insult 
to the flag. When once one of our 
naval commanders had demanded that 
the Mexican Federal forces salute the 
United States flag, there could be no 
backing down from that position without 
a degree of popular obloquy and irrita- 
tion that no president—unless possibly 
a Grover Cleveland—would be willing to 
undergo. Thus after long hesitation, we 
were almost forced into Mexico. 

It is unthinkable that this country 
should wage any war really worthy of 
the name against our sister republic of 
Mexico. We have announced to the 
world that we desire no annexation of 
any part of Mexico’s territory. Presi- 
dent Wilson’s attitude has shown very 
plainly his desire to avoid intervening in 
the Mexican Civil War now in progress. 
He has also shown that he does not con- 
sider it a part of his duty to protect by 
force of arms American capital invested 
in Mexico. 

What remains to be done? Our mili- 
tary power is so much greater than that 
of Mexico that there can be no question 
of the result of any clash, and there 
seems to be no probability of a prolonged 
conflict because there is nothing to base 
it on. 

In the meantime, we are temporarily 
at the mercy of MHuerta’s frequent 
changes of mind. It is an unpleasant 
mess and we have nothing to gain by 
having become involved in it. Presum- 
ably our loss of life, if matters actually 


come to the point of bloodshed, will be 
slight; but the expense of mobilization 
will be heavy, and it comes at a time 
when our supply of capital is not large 
enough easily to stand much further 
drain for unproductive purposes—and 
nothing could be more unproductive than 
armed intervention in Mexico. 


* *” * 


THE effect of war on the stock mar- 

ket would be repressive rather 
than demoralizing. We have already ex- 
perienced a small speculative decline be- 
cause of the prospect of war and it is not 
likely that actual hostilities would do 
anything much worse to us. On the con- 
trary it is probable that the mere fact 
that the administration has at last taken 
a definite attitude, that we know where 
we stand and that our worst fears—in 
this particular direction—are realized, 
will bring the market a sensation of re- 
lief which may result in. a substantial 
rally. 

But if continued heavy expenses are 
necessary, the drain on capital will be 
felt, so that, given other conditions 
favorable, it will be more diffcult to build 
up a bull movement that it would have 
been if we had found it possible to keep 
out of Mexico. 

To the outside observer it hardly 
seems clear why continued heavy ex- 
penses should be necessary. It would 
seem that our wounded pride might in 
some way be healed without any great 
expenditure of blood or treasure. 

Also, before this is in type Huerta may 
have changed his mind again. 





















URNING to those fundamental fac- 
tors which, if less exciting at the 
moment, are more permanent in their 
effects and can be more accurately es- 
timated, we see very readily that other 
depressing causes have assisted in pro- 
ducing the recent reaction in prices. 

Scarcely anything could be more dis- 
couraging than current railroad earn- 
ings and trade reports. During the past 
thirty days there has hardly appeared a 
visible gleam amid the gloom. Such 
conditions favor bearish operations, even 
though the underlying financial situation 
may be satisfactory. 

Yet there are, in our opinion, many 
signs that the bottom of the trade de- 
pression is not far away. Take, for ex- 
ample, total liabilities of business fail- 
ures. For the first quarter of the year 
they were the largest since 1908; but the 
whole of the increase came in January, 
and since that month failures have been 
no more than normal. The figures for 
the first quarter are worth comparing, 
and are given in a table herewith for a 
series of years: 
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The first half of the year should end the 
clean-up and in the last half better condi- 
tions should prevail. 


* * * 


"THE last Comptroller’s Report show- 

ing condition of all National Banks 
in the country is not especially encourag- 
ing, as noted in “The Situation Sum- 
marized.” It is, however, overshadowed 
by the change that will be wrought by 
the establishment of the new banking 
system. This will permit some reduction 
of reserves and expansion of loans, and 
it is entirely probable that the banks 
have this fact in mind and are now han- 
dling their loans and reserves accord- 
ingly. 

It will, of course, take some time to 
make the new system effective. Once it 
is in effect, money conditions will be 
favorable to business enlargement. No 
period is on record in the history of this 
country when easy credit did not before 
long result in improved business. Other 
factors, such as poor crops or political 
agitation, may delay such a movement; 





1906. 1907. 1908. 1909. 
Jan. .... 13,804 15,373 46,010 14,040 
Feb. .... 10,156 10,188 27,445 15,117 
Mar. ... 10,424 9,678 20,299 12,660 





LraBiLities oF Fartures, 1906 tro 1914. 
(In thousands of dollars.) 


1910. 1911. 1912. 1913. 1914. 
24,813 27,273 19,945 19,295 37,285 
21,955 14,193 18221 28971 21,256 
12,475 17,371 19,837 22,564 23,009 








It will be noticed that some falling off 
in failures is usual from January to 
March—due, of course, to firms forced 
out of business in January by year-end 
settlements. In 1913, however, failures 
in March exceeded those of January, 
showing an unfavorable tendency. In 
1914 March failures were only a little 
over half those of January. 

The general movement of these figures 
in 1914, considering both amount and 
tendency, is decidedly similar to 1908, 
big failures in January being followed by 
a quick drop in February and March. 
In 1908 this marked the end of the most 
urgent business liquidation, though fail- 
ures continued rather large until August, 
representing the process of clearing out 
the dead wood. We believe that the turn 
this year is coming in a similar way. 





but those misfortunes pass away, while 
the easy credit remains. 

Every one would like to know how 
long it will take in the present case. 
Without being able in this limited space 
to go into all the features of the situa- 
tion, we may say that we believe better 
conditions will appear during the present 
year. The bond market is already dis- 
counting such an improvement and many 
stocks are doing likewise. Other stocks 
are still depressed, where the margin of 
earnings above dividends is narrow or 
has disappeared altogether, or where the 
company has had to meet especially un- 
favorable conditions. 

The excess of deposits over loans in 
New York banks is still maintained at 
about the high point for 1914, and 


is sufficient to finance a bull move- 
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ment in stocks when other conditions 
permit. 
* « * 
HEN the two factors of low in- 
terest rates on commercial paper 
and rising commodity prices coincide, 
business conditions will soon be on the 
up grade. 

We already have the low commercial 
paper rate. Some paper is being placed 
as low as 3% per cent., which is the 
minimum rate for a decade past. This 
compares with a 6 per cent. rate six or 
eight months ago, and shows very plainly 
the tremendous change that has come 
over the money market during that 
period. 

Prices of commodities are still falling, 
but it is a question if they are not near 
bottom. Bradstreet’s Index stands at 
8.75, having fallen steadily from 9.22 
last November, while in December, 1912, 
soon after the climax of the bull move- 
ment in stocks, it touched 9.54. The 
low in 1911 was 8.45, while the preced- 
ing high, in 1910, was 9.19—just about 
the same decline as we have had now. 


Petit tits i 
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Business was by no means over-extended 
in 1912 and there seems to be no reason 
to expect any very prolonged period of 
liquidation now, or much further drop in 
commodity prices. The decline has al- 
ready lasted for nearly a year and a half. 


There are other reasons for thinking 
that commodity prices are now relatively 
low. Iron, for example, is down close 
to cost of production. Copper is low in 
comparison with its very strong statis- 
tical position. If, as surmised above, we 
have passed the crest of business failures, 
and are now witnessing the clean-up of 
the aftermath, there will be no heavy 
pressure of business liquidation here- 
after to force commodity prices lower. 
Big crops, it is true, might reduce food 
prices further, but this would have its 
compensations in a lower cost of living. 

We are inclined to believe that the 
general level of commodity prices is 
nearing its low level. If so, the first 
good upward movement in the Index 
should be carefully noted, as it will be 
followed by improved business condi- 
tions. 


Nors.—The above graphic shows (in millions of dollars) the Fag course of the excess deposits and 


surplus reserves, of N. ork clearinghouse 
ments of standard railway stocks from 1902 to date. 
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The Iron and Steel Situation 


No Trend and No Action in This Branch of 
Industrial Affairs 











F ever there was a time when the iron and 
Steel situation presented a difficult case 
for the diagnosticians it is now. People 

in the trade had their hopes and enthusiasm 
roused in the early part of the year when 
the business had a fine time for several weeks 
and when operations on the average moved 
up from 50 per cent. or under to something 
like 65 per cent. to 70 per cent. for the entire 
trade. Some of the optimistic got a bright 
vision of the good things to come and began 
to talk of the industry running full blast by 
the middle of May or at any rate by the early 
part of the summer. The croakers, as they 
were regarded, that said the iron and steel 
business was going from bad to worse were 
few and far between although rather insistent. 

If the present condition of affairs is any- 
thing of a fulfillment of their prophecy it is 
their turn to speak again. It seems that the 
spurt that the business had in January and 
early in February was something of a flash 
in the pan. A good many jobbers had com- 
pletely run out of stocks and seemed to have 
decided to take on some material. Then again 
it was just about the time that conditions in 
the money market appeared to be shaping for 
a very prosperous state of affairs in the early 
spring. Furthermore people had been treated 
to such a long and strong dose of pessimism 
that it seemed as if there was nothing to 
happen but just that which did occur. 

At any rate the good business was very 
short lived. It was one of those rallies in a 
market of which we are not yet sure as to 
whether it is still declining or just overcome 
by inertia. 

What, then, is the situation now, after the 
rally has admittedly spent its force? First we 
find that the trade on the average is working 
at about 55 per cent. to 60 per cent. of capacity 
against something like 70 per cent. or more 
from thirty to sixty days ago. We find that 
the manufacture of coke which is such a big 
factor in the making of pig iron has decreased 
slightly from a few weeks ago. Also that the 
making of pig iron has hardly decreased at all. 
If at all very slightly. And again we see that 
the demand for steel has had a great slump. 
Now, if we look at the last item only the re- 
sult will be a most gloomy attitude. But it 
must be remembered that the basic materials 
that go to make steel are something worth 
while watching. Certainly the pig iron makers 
and the coke producers are not going to run 
ahead strongly turning out large amounts of 
material if they expect the steel market to 
keep on slumping. To this it might be said 


that they will always be prepared. They 
have learned some severe lessons in the past 
that have made them unwilling to be prepared 
too far ahead. Just as the steel makers have 
somewhat changed their tactics so the pig iron 
men have also. 

Since the last writing the steel market has 
developed nothing particularly favorable nor 
yet unfavorable. ‘. has been one of the most 
colorless periods known. It is nothing more 
than a drifting market, now and then getting 
a gust of wind of orders but generally rolling 
in the doldrums. It has been a time of getting 
ready for much better things or much worse. 
The former because it has given the potential 
demand for steel to grow stronger so that 
when the right conditions both sentimental and 
industrial arrive the new market in steel will 
be large and vigorous. 

On the other hand there has been time for 
more pessimism to develop among the pro- 
ducers just because of the late slump and be- 
cause they have waited so long for a good 
market to return. They have had time to think 
it all over and over again so that such ideas 
as wage reductions, reduction of working 
forces and the like have had to germinate 
thoroughly. 

Now, therefore, it is anyone’s guess as to 
whether the steel trade is just in the deep 
darkness before the dawn. Buyers are in no 
hurry to take on material and the producers 
are stubbornly fighting any further reductions 
in price which would cause them to work un- 
profitably or else compel more drastic action 
in the way of wage reductions. The manu- 
facturers want to keep their plants at high 
efficiency both from a personal and manufac- 
turing standpoint and so are exhausing their 
— waiting for things to improve. They 

now there is need for a great amount of 
steel. They know there are stacks of penned 
up orders waiting possibly for the rate case 
decision. They know that partly because of 
better discretion and partly because they will 
not permit it the buyers of steel are speculat- 
ing ar into the future like they did years ago. 

he feature of the steel trade today is the 
potential demand. There is a great amount 
of business that MUST be done—not that may 
be done. The longer it is held off the greater 
will be the force of the tide when let loose. 
It may happen in a week—it may not come 
for six months. There are apparently no more 
than sentimental reasons why it should be held 
back so. For this reason it is safe to say 
that a poll of the steel trade would show a 
good margin of optimism on balance. 
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The Situation Summarized 








[While an attempt is here made to divide the important factors into favorable and unfavor- 


able, this classification is for convenience only. 


It should be fully recognized that the same 


factor may have a bullish effect in ome direction and bearish in another, or may be bullish in 
its immediate influence, but containing dangerous possibilities for the future. Also, it would 
be impossible to strike a balance in this way, as one bullish factor might be so important as 
to outweigh all bearish considerations, or vice versa.] 


Favorable 


ASY money the world over continues to 
be the strongest bull factor in the 
situation. Bank of England rate is 

3% against 5% a year ago, and it would 
unquestionably go to 24%% immediately if 
it were not for the continued absorption of 

old by Continental government banks. In 

ew York call money is a drug, and com- 
mercial paper is about as low as it ever 
gets. 

Railroad rate decision is now expected 
about May 10. It is hoped that the Com- 
mission may decide by that date whether 
railroad income is now insufficient, but 
what form the increase should take will 
still remain to be determined. 

Bank Clearings outside New York are 
running very close to the 1913 figures, and 
above those of any preceding year. In 
view of the apparent dullness of general 
business this is rather surprising. 

Condition of winter wheat is best since 
1903. Acreage is very large, and there has 
been only a small amount of winter killing. 
Soil conditions are generally excellent for 
planting of other crops. 

Lackawanna decision by United States 
District Court, to the effect that there is no 
law compelling distribution of assets to in- 
terests outside the list of a company’s 
stockholders, will, if sustained by the Su- 
— Court, have an important effect on 

eading and other companies against which 
Government suits are now pending. 

Moderation in issue of new securities 
tends to help those of existing companies. 
Total issues first oe of year only $436,- 
000,000 against $611,000,000 last year. New 
corporations capitalized only one-third last 
year. 

Strong position of copper metal is a not- 
able feature. World’s stocks of copper are 
only one-third those of three years ago, and 
represent only fifteen days’ supply. For- 
eign consumption is running large and no 
supplies will be available from new mines 
for several years at least. 

Anthracite trade has been more active, 
as a result of the late winter. Prices are 
maintained at top figures. 

Small stocks of goods everywhere are a 
feature of the industrial situation. Retail- 
ers, wholesalers and manufacturers are 
holding stocks and supplies down to bottom 
limits. This will mean a good demand 
when things start to improve. 





Unfavorable 


Ss ee situation as we go to press, 
has assumed considerable promi- 

_ mence. As it depends chiefly on the 
caprice of a _ single individual, Huerta, 
guesses as to the result are useless. How- 
ever, so far as American business is con- 
cerned, we are inclined to feel that definite 
action by our Government will be better 
than continued uncertainty. 


European scramble for gold does not 
seem to be over yet. A Russian loan of 
$90,000,000 has recently been voted, and 
the Russian bank is drawing gold from 
Paris and London. This tends to hold 
back improvement in investment and busi- 
ness conditions abroad. 


_ Last Comptroller’s Report for all Na- 
tional Banks does not show as much im- 
provement as had been hoped. Per cent. 
of cash to deposits is 15.84 against 15.59 
last year, and is low. Per cent of reserves 
20.62 against 20.91 last year. Loans to de- 
posits 104.38, showing about a medium posi- 
tion on this item. 


Business failures have not yet turned the 
corner, but are still running a trifle larger 
than last year. However, they have shown 
a sharper decrease in liabilities since Janu- 
ary than in any previous year since 1908. 


Uncertainty resulting from new legisla- 
tive policies must still be counted as a 
heavy restriction on enterprise, regardless 
of whether the final effect of these policies 
proves to be good or ill. The. introduction 
of the “omnibus” bill including new anti- 
trust laws, although in a modified form, 
has tended to increase this influence. 


Railroad earnings about as bad as they 
well could be, both gross and net, but espe- 
cially the latter. 


Steel operations very small, about 50% of 
capacity, and the pig iron market stagnant, 
with prices back to the low of 1913. But 
Rig iron production showed an increase in 

arch to the best total for five months. 


Unemployment of labor very marked. 

ore men out of work than before since 
1908. But this has a favorable side, as it 
enables manufacturers to increase efficiency 
of their workmen by careful selection and 
thus puts them in a better condition for 
expansion when other conditions permit. 







































Essential Statistics Boiled Down 











parisons for the corresponding month (or 
nearest month obtainable) in each of the four 
preceding years. 


view of the financial and industrial 
situation, with the best available com- 


T*s figures below give a complete 








Average Average Per Cent. Per Cent. Per Cent. Per Cent. Money in 
Money Money Cashto Loansto Cashto Loansto Circulation 
Rate Rate Deposits, Deposits, Deposits, so * e Per Capita 


Prime European New York New York Ai\ll All First of 
Commer- Banks Clearing- Clearing- National National Month. 

cial Paper house house Banks. Banks. 

New York. Banks. Banks. 

f ee | ae 3% 3% 25.8 96.7 2 di ees $34.99 
March, 1914........... 4% 3% 26.3 96.6 15.8 104.4 35.04 
yeast Se caincste etna 4 3% 27.2 96.0 Bee > eK 35.00 
558 4% 26.0 100.2 15.6* 102.7* 34.46 
4% 4 25.7 99.2 16.9* 103.6* 34.45 
3% 336 27.3 96.8 17.1 105.3t 34.53 
44 354% 25.8 100.9 16.0+ 104.5T 34.87 








Bank Balance of Balance of 
New Securi- Clearings Gold Trade 
ties Listed Bank of U. ¢ Movements Imps. or 
N.Y. Stock  Cleari Excluding ee or Exports 
Exchange of U.S. N. Y. City. Expo: (000 omitted) 
(000 omitted) (O00 omitted) (O00 omitted) (000 weed) 
March, 1914........ $82,302 $14,280,781 $6,431,191 Im. $5,211 Ex. $5,384 
February, 1914...... 98,916 12,888,109 5,650,553 Ex. $5,870 Ex. $23,871 
March, re 43,250 14,166,022 6,279,797 Ex. 13,695 Ex. 31,981 
ee 63,196 14,449,044 6,032,089 Ex. 3,118 Ex. 47,834 
ik TAS 148,620 13,471,919 5,850,318 Im. 3,613 Ex. 22,891 
ds 525,821 15 053,917 6,007,733 Im. 2,558 Im. 19,341 





U: S. 
Bradst’s English Whole- Produc’n Priceot Produc- U. S. Stl 
Index of Indexof sale of Iron my tion of Cop- Co. a 
Commod- Commod- Priceof (Tons.) Coppe 


per (Lbs.) Ton 
ity Pcs. ity Pes. Pig Iron (000 o’td.) (Cents.) (Millions) (000 o’td. ved)t 





oS 8.75 2,597 $13.75 14.5 

March, 1914........... 8.83 2,622 14.00 2348 14.1 146 4.653 
February, 1914........ 8.86 2,624 13.81 1,888 14.5 122 5,026 

~~ —_ ee 9.29 2,717 15.65 2,763* 15.3 136* 7,469* 
we anes be etx 9.09 2,791 13.75 2,405* 15.7 125* 5,304* 

© Sareea wele 8.52 2,536 14.25 2,188* 12.0 130* 3,447* 

© lSibedecutebes 9.19 2,414 15.37 2,617* 12.7 120* 5,402* 

*March. fLast day of mo. 

Babson’s 

Net Building Business Average 

Surplus Operations, Failures Winter 10 Lead- 

of Idle Twenty Total Wheat ing R. R. 

Cars. Cities. Liabilities. Condition. Bonds. 
Te eer 0 Ee ee eee me 95.6 93.7 
March, 1914........ 153,907 $54,678.980 $23,009,438 pene 93.2 
February, 1914...... 209,678 31,399,484 21,256,965 RS 94.0 


wo- 
= 







Agel, T5403... 0005 57,988 46,702,029* 
» . ee Oeleh-Gh oe 79,389 666, , 

be wectane 186,053 022, 17,371,631* 
© WB vevivscse 60,845,215* 12,475,450* 





BEES 


Market Statistics 


For Month Ending April 14, 1914 


Dow Jones Avgs. —50 Stocks—~ 
7 Inds. Rails. High. Low. Sales. issues.) 

Thursday 81.20 103.17 69.29 68.95 193.800 137 
Friday 81.64 103.65 69.71 69.00 215,900 132 
Saturday 81.94 103.79 ; 69.52 127,800 113 
Monday 81.68 103.82 69.94 . 164,100 

Tuesday 82.32 104.25 . . 250,700 
Wednesday ....... 82.32 103.94 . ; 216,900 
Thursday 82.54 104.13 . , 145.600 

Friday ; 104.96 \ I 316,900 

ER. 2 e004 wes J 104.87 : . 148,700 

Monday , P . 331,200 

Tuesday , . . . 220,100 
Wednesday ; ; . . ' , 

Thursday 26 . . . A 203,700 

Friday J . ' ; 140,700 


Saturday ; . 5 . 111,200 
196,100 


Monday : . . . 
Tuesday . . . } 241,300 


174,600 
209,600 
193,200 

65,100 
107,400 
110.200 
222,700 
269,400 
119,100 
243,900 
531,300 


SYONED ANTRAUES 6 FITY RAILROAD POUSTRAL STOCKS, 





